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Kentucky’s School Districts: An Evaluation of Data, Procedures, and

Budgeting
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In June 2002, the Program Review and Investigations Committee approved a study of the
components, data collection and data analysis, data validity, and calculations of the
Support Excellence in Kentucky (SEEK) formula.

Committee staff reviewed and analyzed data and documentation used by the Kentucky
Department of Education (KDE) to calculate SEEK funding and budget requests.
Interviews were conducted of staff of the KDE, the Kentucky Revenue Cabinet, the
Governor’s Office of Policy and Management, the Auditor of Public Accounts, the Office
of Education Accountability, and the Interim Joint Committee on Education. In addition,
staff surveyed school superintendents.

Based upon analysis of this information, and the review of the information, the
Committee adopted the recommendations contained in the report. The Kentucky
Department of Education’s written response to this report is included as Appendix G.
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Major Conclusions

The following major conclusions are a summary of the results obtained by Program
Review staff:

e KDE provides insufficient verification that school districts’ reported attendance
statistics are accurate.

e KDE provides insufficient verification that school districts’ reported transportation
costs are accurate.

e Since the inception of SEEK, projecting assessments and student counts, both of
which have a great impact on the SEEK calculation, has been difficult.

e A ten-year trend of declining student counts has reversed slightly and has led to
recent under-projections.

e The $12.9 million under-funding of SEEK in FY 2002 resulted from a $50 million
budget reduction that was partially restored based on estimates that fell short of final
calculations.

e Preliminary estimates of FY 2003 indicate short-funding of SEEK due to adjustments
to student counts and assessments made in the Governor’s Recommendation, and a
failure to incorporate increased transportation costs into projections.

e Three-fourths of superintendents report that their current funding is better than it was
before SEEK, but only about 40 percent feel that their districts’ funding is about the
same as other districts.

Summary of Recommendations

The following recommendations were offered to improve the program’s operations. The
full text of each recommendation can be found in Chapter 3 of the report.

Recommendation 3.1: KDE should implement a risk-based approach to auditing school
districts’ reported attendance statistics. This approach should consider the risk of
significant error in the per-pupil funding amount and should tailor the audit procedures
accordingly by auditing large districts more often than small districts.

Recommendation 3.2: All procedures designed to test the validity of reported attendance
statistics should be performed on every attendance audit and at all schools in the district.

Recommendation 3.3: When the time of late arrival or early departure is not entered on
the schools entry/exit log, the student should be counted absent for the full day.

Recommendation 3.4: When sampling a school’s attendance records, the auditor should
use a random selection technique so that the error rate in the overall population can be
estimated.

Recommendation 3.5: KDE should adjust a district’s ADA for significant errors in

reported statistics noted in the initial audit of school records and should further adjust
ADA when follow-up testing indicates that a school continues to have significant errors.
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Recommendation 3.6: KDE auditors should be required to review charges to
transportation accounts and reimbursements received. The approach should consider the
risk of significant error in the per-pupil transportation funding amount and tailor
procedures accordingly.

Recommendation 3.7: KDE should assign a knowledgeable employee not involved in the
SEEK calculations to review the work of employees who perform the calculations.

Recommendation 3.8: KDE should give top priority to developing an automated and
integrated system that provides for on-line real-time updating of files. Staff should
receive training and be able to produce ad hoc reports from the system.

Questions or requests for additional information should be directed to Dr. Greg Hager,
Committee Staff Administrator for the Program Review and Investigations Committee.
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EXECUTIVE SUMMARY

Chapter 1
An Overview of the Study and the SEEK Formula

The Program Review and Investigations Committee voted on March 7, 2002, to have
staff evaluate the components, data collection and data analysis, data validity, and
calculations of the Support Education Excellence in Kentucky (SEEK) formula. The
Committee approved a study proposal at its June 2002 meeting.

SEEK was created by the Kentucky Education Reform Act of 1990 as a mechanism to
provide financial resources to Kentucky’s public school districts. Among the goals of
SEEK are to provide a minimum level of education funding for each student regardless of
the wealth of the student’s school district; require at least a minimum level of effort to
provide funding from each school district; make spending per pupil more equal across
Kentucky by basing the amount of state aid per pupil on the wealth of the local school
district; and within the constraint of keeping funding per pupil relatively equal, encourage
local school districts to increase education funding.

The state determines a guaranteed minimum amount of spending per pupil. Adjustments
are then made to account for districts having different costs for transporting students and
for serving students who may have additional educational needs. Local school districts
are required to provide funding as well, but any required local effort should reflect the
local taxpayers’ ability to pay. To encourage districts to increase spending per pupil, the
state provides some matching of additional local funding up to a threshold. To allow
districts to spend more on schools if they wish, districts are allowed to raise additional
funds, but to prevent vastly unequal amounts of spending per pupil, these amounts are not
matched by the state and, with some exceptions, there is a cap on the amount of
additional funds.

The guaranteed base is the minimum spending per pupil that districts will be allocated.
This amount is specified in Kentucky’s Biennial Budget and is based on projections of
variables in the SEEK formula. Funds are distributed to local school districts through the
SEEK formula on a per-pupil basis. The equalization level is specified in the biennial
budget based on a projection of 150 percent of the average statewide assessment per pupil
and sets the limit to which the state will match additional local funding. In SEEK, the
number of pupils in a district is defined as its average daily attendance from the previous
school year plus any growth in the number of students in the first part of the current
school year.

The SEEK formula provides additional funding for special populations that are presumed
to need additional resources. The formula does this by assigning a weight to each type of
population and multiplying the weight by the guaranteed base amount of funding per
pupil. At-risk students are those from low-income households, defined as students who
qualify for the federal free lunch program. Exceptional children are those with
disabilities; weights are assigned based on level of disability. Home and hospital students
are those who are being taught at home or in a hospital due to a medical condition.
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SEEK funding for transportation costs is based on the number of transported students
multiplied by the average cost per pupil per day of transporting pupils in districts having
a similar density of transported students per square mile of area served.

The local share of base SEEK is the required 30-cent effort: 30 cents per $100 of current
property assessments. The effect of this component is for districts with greater property
wealth to bear a greater portion of the costs of educating students. Additional revenues
are divided into two tiers: Tier [ is partially matched by the state to adjust for the
district’s per-pupil assessment relative to the statewide average; Tier II is capped and is
not matched by the state.

Tier I equalization is based on local tax effort, not just local property taxes. A school
district’s tax effort is measured by the levied equivalent rate, which in simple terms is
total tax revenues divided by assessments. Permissive taxes provide the tax revenues
beyond local property taxes that are included in the levied equivalent rate. Permissive
taxes may include taxes on utility receipts, an occupational tax (income tax), and an
excise tax on residents’ state income tax liabilities. The revenues provided through
permissive taxes are included in the levied equivalent rate and are thus matched by the
state if the district is in Tier 1. The ratio at which the state equalizes Tier I funding,
however, is based on property assessments.

At a minimum, school districts must receive the same per-pupil state funding as in fiscal
year 1992. If a district’s calculated state SEEK funding per pupil is less than this amount,
then under the hold harmless provision the district would receive the 1992 amount.

Chapter 2
The Components of SEEK: Description and Trends

After a brief overview of Kentucky’s 176 school districts, this chapter discusses six
components of SEEK: state guaranteed base and equalization level; funded average daily
attendance; exceptional and at-risk students; transportation costs; local taxes; and the
hold harmless provision.

There are about half a million public school students in Kentucky in 120 county and 56
independent districts. The typical county district has about 2,500 students. The typical
independent district has about 900 students.

In nominal dollars (not adjusted for inflation), the guaranteed base grew in almost every
fiscal year that SEEK has existed, usually by around three percent, and was one-third
higher in fiscal year (FY) 2002 than in FY 1991. Adjusted for inflation, however, the
guaranteed base in FY 2002 was 0.4 percent lower than it was in FY 1991. In nominal
dollars, the 2000-2002 annual equalization level of $470,000 was more than twice as high
as the 1990-1992 figure. Adjusted for inflation, the increase was 56 percent.
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The number of students funded through SEEK at the state level has been relatively stable,
but significant changes have occurred at the district level. In half of Kentucky’s school
districts, attendance as measured by Funded ADA changed by at least 10 percent from
FY 1991 to FY 2002. Most of the county districts with the largest percentage decrease in
students over the 1990-2002 period are in eastern Kentucky or the Western Coal Field
regions of the state. Most of the fastest growing county systems are located in northern
Kentucky, central Kentucky, and counties surrounding Jefferson County. During the
same period, the number of students classified as at-risk or exceptional has increased.
There are over 250,000 at-risk students, up 21 percent since FY 1992. The number of
exceptional students has increased 18 percent to over 85,000.

Until FY 2001, SEEK transportation costs had been relatively stable, increasing
approximately $10 million over four years. In the past two years, transportation costs
increased as much each year as in the entire FY 1997 to 2001 period, and annual SEEK
transportation costs are now over $200 million per year. Districts are not necessarily
reimbursed for their total transportation costs but get a percentage based on how their
costs per-pupil compare to costs of other districts of similar geographic density of
transported students.

If controlling for the density of districts’ transported students means that districts will
have different costs because some districts are more efficient than others, then each type
of district should be spread randomly across the state. This is not the case, however.
Several contiguous blocks of districts have similar reimbursement rates. While it is
possible that districts’ capacity to transport students efficiently varies by region, it seems
plausible that costs are affected by factors other than density, such as the terrain of the
district.

Statewide assessments have not declined in SEEK’s history, growing by more than four
percent each year. This means that all else equal, the share of SEEK funding provided by
local school districts would have also increased over time. The annual percentage change
in total assessed property value varies significantly. Large changes in assessments from
one year to the next are not unusual at the district level. Over 12 percent of the time,
assessments went up over 10 percent. This is significant because a large change in a
district’s assessment would have a significant effect on its share of SEEK funding.

Local property taxes comprise a majority of local funding for education; permissive taxes
contribute most of the remainder. Statewide, permissive taxes make up 23 percent of
local tax revenue. Nineteen districts have no permissive taxes. Of these, 13 are
independent districts, including 7 northern Kentucky independent school districts.
Independent districts are also over-represented among the districts that use permissive
taxes the most. Twelve of the 28 districts in which over 27 percent of local tax revenues
come from permissive taxes are independent districts. With the notable exceptions of
Fayette County and Jefferson County, the state’s two largest school districts, the majority
of counties most reliant on permissive taxes are in the western part of the state.
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Chapter 3
Flawed Data and Procedures Result in SEEK Calculation Errors

This chapter provides an overview of the organizational structure of the Kentucky
Department of Education (KDE), describes the validity of the data and the process used
to calculate the SEEK funding formula, and provides a number of recommendations for
improving and verifying the accuracy of information and calculations.

The SEEK formula is calculated in the Reporting Branch of the Division of School
Finance. The division’s 3 branches have a total of 23 employees, only 7 of whom work in
the Reporting Branch. Implementation of the recommendations in this chapter may
require the division to increase its levels of technical expertise and resources.

Accurate attendance statistics are critical to correctly calculating the SEEK funding
formula. For example, if FY 2002 statewide ADA were overstated or understated by just
one percent, the effect on SEEK funding would have been $19.5 million. KDE does not
adequately verify the accuracy of the reported statistics on a regular basis, however. The
procedures used in an attendance audit do not consider the risk of significant error in the
per-pupil funding amount and do not ensure that the usefulness of the results is worth the
audit effort expended. Attendance audits are conducted at each district about every four
years, but not all schools in the district are audited. In addition, some important audit
procedures are not performed at schools that receive high scores on the Commonwealth
Accountability Testing System (CATS). A school’s CATS scores are not necessarily
related to the accuracy of its reported attendance. Attendance statistics measure whether a
student was in the classroom, while CATS scores measure how well a student did in the
classroom.

To put into perspective the importance of accurate attendance statistics, consider that in
FY 2002, five school districts accounted for over 25 percent of statewide average daily
attendance (ADA). With an ADA over 80,000 students, Jefferson County alone
accounted for over 14 percent of total statewide attendance. The General Fund’s FY 2002
SEEK contribution to Jefferson County was over $200 million. If Jefferson County’s
ADA were overstated by just one percent (800 students), the effect on the General Fund
would have been an overpayment of $2 million to this district.

To test the effectiveness of the attendance audit process in verifying the accuracy of ADA
statistics, Program Review staff reviewed a sample of attendance audit reports and audit
documentation files. In over half of the audited schools, full-day and half-day absences
were not recorded correctly. This type of error can have a significant effect on the SEEK
funding formula.

If a district has errors in its overall ADA, those errors are carried over to the transported
student ADA and the transportation growth factor. In 18 percent of the audited schools,
special transportation codes were not being used correctly. A district receives an add-on
of four times the ADA for special transportation students.
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The other data element used to calculate a district’s transportation component is the cost
of transporting students. Transportation costs that are used in the funding formula may
include expenditures that are not eligible for SEEK reimbursement. Ineligible
expenditures include the cost of field trips and the cost of salaries charged 100 percent to
transportation when school transportation officials have other unrelated duties. To
demonstrate the importance of accurate information in calculating SEEK transportation,
in FY 2002 the transportation component was $193.5 million, representing over 10
percent of total SEEK payments.

In addition to errors in data validity, the SEEK calculation process itself is subject to
error. At almost any point in the process, human error can, and sometimes does, result in
incorrect calculations that affect the published SEEK dollar amounts. For example, in the
tentative SEEK transportation calculation for FY 2003, a human mistake resulted in a
total error in the tentative SEEK transportation calculation of $8.9 million. This error,
which has since been corrected, was discovered by Program Review staff during the
course of this study. If KDE had an internal review process in place, this error might have
been prevented.

The SEEK transportation component is calculated using the SAS statistical software
package. KDE officials have indicated that no one in the Division of School Finance
understands the SAS program code. If the program should experience a problem and start
to produce inaccurate information, division staff may have difficulty identifying the
problem. Thus, in addition to improving the validity of data used in the calculation, KDE
should improve the process and staff’s understanding of the process.

Chapter 4
Budget Reductions, Increased Student Counts, and
Not Incorporating Increased Transportation Costs
into Projections Led to Recent Under-Funding of SEEK

This chapter examines the circumstances surrounding SEEK funding for FY 2002 and FY
2003. In FY 2002, SEEK was originally over-funded, but the first round of budget
reductions caused it to fall short of full funding once final calculations were made. In the
current fiscal year (FY 2003), preliminary estimates indicate that the Governor’s
Spending Plan does not fully fund SEEK.

In order to provide specific dollar amounts for SEEK in the biennial budget, the
Kentucky Department of Education (KDE), and the Governor’s Office of Policy and
Management (GOPM), and the Revenue Cabinet project figures for the district-level
input variables for each of the upcoming two years of the biennium. These projections,
along with the statewide variables (guaranteed base per pupil and equalization level),
determine total SEEK dollars appropriated. When the total dollars that the formula
determines are more than what is available, the SEEK formula cannot be fully funded.

In addition to the calculations performed during the Biennial Budget process, three
official SEEK calculations, or bulletins, are released at different times by KDE: Forecast
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SEEK is released to aid the districts in formulating their draft budgets; Tentative SEEK is
released to incorporate actual district-level input data except for the actual growth factor
variables; and Final SEEK is released once all figures are final. When the process is
complete, it may be determined that the biennial budget appropriation that was intended
to fully fund SEEK may be more or less than the amount required to fully fund the Final
SEEK calculation. If Final SEEK is over-funded, the extra amount may be directed to
other areas as specified by the General Assembly. If Final SEEK is under-funded, KDE
must reduce each district’s allocation by the same percentage, so that total State SEEK
dollars equal the amount appropriated.

The following items appear to have played a significant role in what has occurred in FY
2002 and FY 2003:

e Since the inception of SEEK, projecting assessments and student counts, both of
which have a great impact on state SEEK dollars, has been difficult.

¢ In the recent past, the projection errors have often led to over-funding of SEEK.

e Revenue shortfalls have increased pressures to remove any over-funding of the
SEEK formula.

e The Agency Requested Budget of November 2001 appears to have under-
projected transportation costs for FY 2003 relative to estimates for FY 2002 that
were available at the time.

e A $50 million budget reduction in early FY 2002 was partially restored in
December 2001 based on available cost estimates. The final calculation in
February 2002, however, revealed SEEK to be under-funded by $12.9 million
because of increased student counts.

e Tentative SEEK often underestimates what Final SEEK will be, in part because
of districts’ tendency to estimate their SEEK revenue conservatively. In FY
2002, a substantial increase in Growth Factor magnified this difference.

e A ten-year trend of declining student counts has reversed slightly, leading to
recent under-projections.

e Executive Branch adjustments to KDE’s FY 2003 budget projections for student
counts and assessments contributed to the under-funding of SEEK in FY 2003.

e Updated information available from the FY 2002 Final SEEK -calculation of
February 2002 showed further increases in transportation costs and student counts
but was not incorporated into the versions of the budgets considered by the
General Assembly or the subsequent Governor’s Spending Plan.
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RECOMMENDATIONS

3.1 KDE should implement a risk-based approach to auditing school districts’
reported attendance statistics. This approach should consider the risk of
significant error in the per-pupil funding amount and should tailor the audit
procedures accordingly. School districts with large attendance statistics should
be audited more frequently than those with small attendance statistics.

3.2 All procedures designed to test the validity of reported attendance statistics
should be performed on every attendance audit and at all schools in the
district.

33 When the time of late arrival or early departure is not entered on the school’s
entry/exit log, the student should be counted absent for the full day.

3.4  When sampling a school’s attendance records, the auditor should be required
to use a random selection technique so that the error rate in the overall
population can be estimated. When documenting the results of testing, the
auditor should fully describe the work performed to support significant
judgments and conclusions in the report. The documentation should include
the scope of work, the methodology followed, and any sampling criteria used.
The auditor should sign and date all audit documentation and include the
source of the documentation, such as a school’s summary reports from its
computer system.

3.5 KDE should adjust a district’s ADA for significant errors in reported statistics
noted in the initial audit of school records. In addition, KDE should require a
follow-up on-site review of the school’s records to determine whether the
corrective action plan was implemented in the year of audit. When follow-up
testing indicates that a school continues to have significant errors in reported
statistics, ADA should be further adjusted.

3.6  KDE auditors should be required to review charges to transportation accounts
and reimbursements received. Consistent with recommendation 3.1, the audit
approach should consider the risk of significant error in the per-pupil
transportation funding amount and should tailor audit procedures accordingly.
The approach should identify districts with high transportation costs that can
have a significant effect on the statewide SEEK transportation component.

3.7  KDE should assign a knowledgeable employee not involved in the SEEK
calculations to review the work of employees who perform the calculations.
Such a review could help identify and correct errors before the tentative and
final calculations are released to school districts.

3.8 KDE should give top priority to developing an automated and integrated
system that provides for on-line real-time updating of files. Staff should be
able to produce ad hoc reports on demand, providing a current global view of
SEEK that would help identify errors. Staff who perform calculations should
receive training to ensure they understand how the overall system works.
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The SEEK formula was

designed to guarantee a
minimum level of state
and local education
funding per student re-
gardless of the wealth of
the student’s school dis-
trict.

CHAPTER 1

AN OVERVIEW OF THE STUDY
AND THE SEEK FORMULA

Introduction

The Kentucky Education Reform Act (KERA) of 1990 created a
new school finance formula called Support Education Excellence
in Kentucky (SEEK) to provide financial resources to Kentucky’s
public school districts. The declaration of legislative intent in KRS
157.310 states that

It is the intention of the General Assembly to assure
substantially equal public school educational op-
portunities for those in attendance in the public
schools of the Commonwealth, but not to limit nor
prevent any school district from providing educa-
tional services and facilities beyond those assured
by the state supported program.

The SEEK funding formula establishes a basic level of per-pupil
funding, which requires a minimum level of local tax effort, in-
creases support to school districts, and distributes state funds on a
more equitable basis than the previous funding model.

SEEK is complicated and the terminology used in this report may
be difficult to understand at times, so it is important to understand
the basics of what SEEK is supposed to accomplish:

e Provide a minimum level of education funding for each
student regardless of the wealth of the school district;

e Require at least a minimum level of effort to provide
funding from each school district;

e Make spending per pupil more equal across Kentucky
by basing the amount of state aid per pupil on the
wealth of the local school district;
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The Program Review
and Investigations
Committee voted to ap-
prove a study of SEEK
in March 2002.

e Within the constraint of keeping funding per pupil rela-
tively equal, encourage local school districts to increase
education funding; and

e Not punish school districts that were spending more per
pupil before SEEK was implemented.

Description of This Study
Study Background

In a memorandum dated March 5, 2002, to Senator Katie Stine,
Chair of the Program Review and Investigations Committee,
Senator Richie Sanders, Chair of the Senate Appropriations and
Revenue Committee, raised questions about the implementation of
SEEK. The memorandum stated that SEEK funding to local school
districts would be reduced by approximately $12.9 million before
the end of fiscal year (FY) 2002. The reduction was estimated at an
additional $27.5 million for FY 2003 and $41.3 million for FY
2004.

The Program Review and Investigations Committee voted on
March 7, 2002, to have staff evaluate the components, data collec-
tion and data analysis, data validity, and calculations of the SEEK
formula, and to elicit and report on the opinions of school superin-
tendents about aspects of the SEEK formula. The Committee ap-
proved a study proposal on June 6, 2002.

On March 22, 2002, Program Review staff sent members a memo-
randum on issues of direct relevance to the ongoing legislative
budget process: recent growth in transportation costs, the trans-
portation growth factor, and the growth factor for average daily
attendance. A copy of the memorandum is included as Appendix
A.

How This Study Was Conducted

In conducting the study, Program Review staff reviewed and ana-
lyzed data and documentation used by the Kentucky Department of
Education (KDE) to calculate SEEK funding. Interviews were
conducted of staff of the KDE, the Kentucky Revenue Cabinet, the
Governor’s Office of Policy and Management, the Auditor of Pub-
lic Accounts, the Office of Education Accountability, and the In-
terim Joint Committee on Education. In addition, staff surveyed
school superintendents.
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Organization of the Report
The structure of the report is as follows:

e The remainder of Chapter 1 summarizes major conclusions
from the report and describes the SEEK funding formula.

e Chapter 2 provides context by showing how major components
of SEEK such as students per districts and tax assessments
have changed over time, and how the values of some of these
components vary across districts.

e Chapter 3 describes and evaluates the validity of data used in
the SEEK funding formula. The chapter also describes and
evaluates the process by which SEEK is calculated. Recom-
mendations are made for improving the accuracy of the calcu-
lation process and the validity of the data used.

e Chapter 4 describes and evaluates the budgeting process
through which funding is provided for the SEEK program, with
details on fiscal years 2002 and 2003.

e Chapter 5 summarizes the results of a survey of school district
officials. Throughout the report, comments that were volun-
teered by superintendents or finance officers are included when
relevant.

The Kentucky Department of Education’s written response to this
report is included as Appendix G.

Major Conclusions
The study’s major conclusions are as follows:

1. KDE provides insufficient verification that school districts’
reported attendance statistics are accurate. Errors in attendance
statistics can have a multi-million dollar effect on the General
Fund budget.

2. KDE provides insufficient verification that school districts’
reported transportation costs are accurate.

3. The process used to produce the SEEK calculations should be
automated and integrated.

4. Assessments and student counts, which have a great impact on
the SEEK calculation, have been difficult to project. Because the
SEEK formula distributes over 25 percent of the General Fund,
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The goals of the SEEK

formula are easy to un-
derstand, but applica-
tion of the formula is
complex.

small projection errors can have large financial impacts. A ten-year
trend of declining student counts has reversed slightly and has led
to recent under-projections.

5. The $12.9 million under-funding of SEEK in FY 2002 resulted
from a $50 million Budget Reduction that was partially restored
based on estimates that fell short of final calculations.

6. Preliminary estimates of FY 2003 indicate under-funding of
SEEK due to adjustments to student counts and assessments made
in the Governor’s Recommendation, and a failure to incorporate
increased transportation costs into projections.

7. Based on a survey described in Chapter 5, three-quarters of su-
perintendents report that their current funding is better than it was
before SEEK, but only about 40 percent feel that their districts’
funding is about the same as other districts. Majorities of superin-
tendents in the districts with relatively high property wealth report
that school funding for their districts is worse than before SEEK
and worse than in other districts now.

The SEEK Formula

As discussed earlier, the basic concepts behind Support Education
Excellence in Kentucky (SEEK) are relatively simple. The state
determines a guaranteed minimum amount of spending per pupil.
Adjustments are then made to account for districts having different
costs for transporting students and for serving students who may
have additional educational needs. Local school districts are re-
quired to provide funding as well, but any required local effort
should reflect the local taxpayers’ ability to pay.

To encourage districts to increase spending per pupil, the state
provides some matching of additional local funding up to a thresh-
old (Tier I). To allow districts to spend more on schools if they
wish, districts are allowed to raise additional funds, but to prevent
vastly unequal amounts of spending per pupil, these amounts are
not matched by the state, and there is a cap on the amount of addi-
tional funds (Tier 1I). The legal basis for the components of the
SEEK formula is reviewed in Appendix B, which summarizes
relevant Kentucky statutes.

The concepts may be easy to understand but translating these con-
cepts into reality is complicated. This chapter provides a basic de-
scription of how the SEEK formula works. It should first be noted
that although a district’s SEEK funding is based on particular vari-
ables, such as certain characteristics of its students and costs of
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providing transportation, SEEK funds do not have to be allocated
by the district on that basis. For example, when a calculation is
made to determine a district’s SEEK funding, transportation costs
might make up 10 percent of the figure. This does not mean that
when the local district receives its state SEEK allocation that 10
percent has to be spent on transportation.

Figure 1.A provides a general outline of the major components of
the SEEK formula, distinguishing between local and state reve-
nues. Table 1.1 provides a more detailed description of what goes
into the calculation of the state portion of SEEK funding.

Figure 1.A
Major Components of the SEEK Formula
Local (gray) and State (black)

ADJUSTED BASE GUARANTEE

Guaranteed Base per Pupil times Prior Year Average Daily
Attendance Plus Growth Adjusted for Differences in Student
Population Characteristics and Transportation Needs

Required Local Effort State Portion

30 cents per $100 dollar Remainder after
value of total Required Local Effort
assessments

Local Tier | State Tier | Equalization

Up to an additional 15% Contribution based on
over Adjusted Base local Tier | tax effort and
Guarantee per pupil assessment

+

TIER I

Local Tier Il

Up to an additional 30%

over Adjusted Base

Guarantee and Tier |
HOLD HARMLESS

State

To bring state per-pupil
funding to 1991-92 |evel
if formula amount is less

Source: Compiled by Program Review staff based on interviews with KDE and
LRC Budget Review staff.
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Table 1.1

Component Structure of State SEEK Funding

Conceptual Variable

Common Terminology

Basic Calculation

Prior Year Number of
Students

End-of-Year ADA

Prior Year Average Daily Attendance

Adjustment for Districts
Showing Current Year Growth

Growth Factor

Current Year Sep-Oct ADA percent change from prior
year Sep-Oct ADA multiplied by End-of-Year ADA
(only positive values used)

Special Populations Needing
Additional Resources

Add-on Populations

At-Risk (0.15 added weight); Exceptional Severe (2.35]
added weight); Exceptional Moderate (1.17 added
weight); Exceptional Speech (0.24 added weight);
Home & Hospital (Guaranteed Base - 100)

Transportation costs based
on density of transported
students per square mile

Calculated Transportation

A regression line is fit to all district values of Eligible
Transportation costs per Transported Student and
Transported Students per Square Mile. Each district
then receives the amount where their transported
students per square mile meets the regression line.

TOTAL ADJUSTED BASE SEEK

A minimum amount of
resources per pupil
guaranteed

Guaranteed Base

This figure is specified in the Biennial Budget and is
determined by the projected values of all other
variables constrained by the amount available for
appropriation

LESS

Local Area's Ability to
Generate Revenues

Assessments

Current Year Property Assessments

REQUIRED
LOCAL
EFFORT

Required Local Effort

Thirty Cent Effort

0.30 times Current Year Assessment divided by 100

PLUS

A minimum amount of
[Assessment per Pupil to
which the State would like to
raise each district's tax base

Equalization Level

This figure is specified in the Biennial Budget and is
150% of the projected average statewide
assessment per pupil (averaged for the two years of
the biennium)

Actual Assessment per Pupil

Assessment per Pupil

Assessments divided by End-of-Year ADA adjusted

4 for Growth (Funded ADA)
8 A maximum amount of local
ﬁ revenues that will .be Allowable Tier | Income 15% of Total Calculated Base SEEK
= equalized to the higher tax
-
< base
8 The tax rate that represents (Allowable Tier | Income divided by Funded ADA)
1 the maximum that will be Max Tier | Rate divided by the higher of Assessment per Pupil or
E equalized Equalization Level
L Actual Local Effort Levied Equivalent Rate L.O(.;al Tax Revenues (including permissive taxes)
= divided by Assessments
The tax rate that is applied to Tier | Rate The lesser of Levied Equivalent Rate minus 0.35 or
the Equalization Level the Max Tier | Rate
State Dollars required to bring The Tier | rate times (higher of Equalization Level or
resources to the higher tax Tier | Equalization Assessment per Pupil) times Funded ADA times (1-
base (Assessments per Pupil divided by Equalization Level)
PLUS
2]
a 8 Make sure the district does If calculated state SEEK funding per pupil is less than
| not get less state SEEK Hold Harmless the 1991-1992 amount, take the difference between
g E funding per pupil than it did in the two amounts and multiply by end-of-year ADA
< [[1991-1992 adjusted for growth
I

Source: Compiled by Program Review staff based on interviews with KDE and LRC Budget Review staff.
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The guaranteed base
per pupil is specified in
the budget and is de-
termined by projected
SEEK formula inputs
constrained by General
Funds available for ap-
propriation.

Each district’s guaran-

teed base funding is de-
termined by its prior-
year adjusted average
daily attendance (ADA)
plus any growth. The
growth factor is calcu-
lated by multiplying the
prior year ADA by the
percent growth in the
first two months of the
current year compared
to the same period of
the prior year.

Districts with declining

populations are not pe-
nalized and receive
funding based on prior
year attendance.

Adjusted Base Guarantee

Guaranteed Base. The guaranteed base is the minimum spending
per pupil that districts will be allocated. This amount is specified in
Kentucky’s Biennial Budget and depends on projections of vari-
ables in the SEEK formula, such as local property tax assessments,
number of students, growth in the number of students, and trans-
portation costs. When these projected district-level values are
keyed into the formula, the guaranteed base is adjusted in order to
derive a statewide total figure that is equal to the amount available
to be appropriated. In fiscal year 2002, the guaranteed base was
$3,066 per pupil.

Funds are distributed to local school districts through the SEEK
formula on a per-pupil basis. In SEEK, the number of pupils in a
district is defined as its average daily attendance from the previous
school year plus any growth in the number of students in the first
part of the current school year.

For illustration, assume that a district’s prior year average daily
attendance (ADA) was 2,000 students. To determine the number of
additional students in the district this year, a growth percentage is
calculated. A district’s growth factor is the percentage change from
last year’s average daily attendance (ADA) over the first two
months to the same period this year. If the two-month ADA for
this district last year was 1,975 and this year it is 2,025, the per-
centage change is 2.53%. The result of multiplying this percentage
by the prior year ADA (2,000) is 50.6 students. This number is
added to the prior year ADA (2,000) to produce the funded ADA
for this district for this year: 2,050.6.

Districts do not have their number of funded pupils decreased if
their student population decreases during the current school year.
In practice, this means that if the two-month growth factor for a
district is negative, the percentage decrease is not subtracted from
its prior year ADA. For example, if a district’s average daily atten-
dance last year was 2,000 but its two-month attendance this year
was five percent less than in the corresponding two months last
year, its funded students this year would still be 2,000.
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TWO COMMONLY REFERENCED STUDENT COUNT MEASURES
Prior Year ADA = End-of-Year Adjusted Average Daily Attendance

Funded ADA = Prior Year ADA Adjusted for Growth in First Two Months of This Year

Adjustments to each
district’s base SEEK are
made to provide addi-
tional funding for
populations presumed
to need additional re-
sources.

Add-on Populations. The SEEK formula provides additional
funding for special populations that are presumed to need addi-
tional resources. The formula does this by assigning a weight to
each type of population and multiplying the weight by the guaran-
teed base amount of funding per pupil. In effect, this means that
each special population student is counted more than once, as part
of the average daily attendance and again by a weighted value. The
populations and weights are as follows:

o At-risk students are those from low-income households,
defined as students who qualify for the federal free
lunch program. Last year’s eight-month average of free
lunch qualifiers is multiplied by 15%.

e FExceptional children are those with disabilities; weights
are assigned based on level of disability. The number of
students within each category is based on a count done
on December 1 of the prior year.

e Low incident disabilities, weighted 2.35 (func-
tional mental disability, hearing impairment,
emotional-behavioral disability, visual impair-
ment, multiple disabilities, deaf-blind, autism,
or traumatic brain injury).

e Moderate incident disabilities, weighted 1.17
(mild mental disability, orthopedic impairment
or physically disabled, other health impaired,
specific learning disabilities, or developmental
delay).

e High incident disability, weighted 0.24 (com-
munications disorders of speech or language).
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Transportation funding

is added to each district
based on the district’s
density of transported
students per square
mile.

Districts with the same

density of transported
students receive the
same amount per pupil
per day, regardless of
actual costs.

For illustration, assume a guaranteed base of $3,000. The amount
of funding for each student in the above categories would be as
follows:

o At-risk: $3,000 plus $450 ($3,000 times .15) equals
$3,450.

e Low incident disability: $3,000 plus $7,050 ($3,000
times 2.35) equals $10,050.

e Moderate incident disability: $3,000 plus $3,510
($3,000 times 1.17) equals $6,510.

e High incident disability: $3,000 plus $720 ($3,000
times .24) equals $3,720.

The base amount for students who are being taught at home or in a
hospital due to a medical condition is adjusted by subtracting the
capital outlay allotment ($100). The reasoning is that these stu-
dents are not using the facilities for which the capital outlay is in-
tended to provide. With a $3,000 guaranteed base for each home
and hospital student, SEEK would allocate $2,900 ($3,000 minus
$100) beyond the $3,000 allocated to the student through the aver-
age daily attendance calculation.

Transportation. SEEK funding for transportation costs is based
on the number of transported students multiplied by the average
cost per pupil per day of transporting pupils in districts having a
similar density of transported students per square mile of area
served. Details are below but a simplified example may clarify
what this means.

Assume that county districts A, B, and C each transport 1000 stu-
dents and that each district has the same density of 50 transported
students per square mile of area served. It costs District A $3.50
per day to transport each student. Costs per day are $2.50 for Dis-
trict B and $1.50 for District C. Based on a graph plotting cost per
pupil per day by students per square mile, the typical district with
50 transported students per square mile has costs of $2.50 per day
per student. Under SEEK, Districts A, B, and C would be funded
for $2.50 per eligible transported student. This means that all of
District B’s reported costs—3$2.50—are funded through SEEK.
Because District A’s costs are above that of a typical district of
similar density, only $2.50 of its daily reported cost of $3.50 may
be funded through SEEK. District C also gets a SEEK allocation of
$2.50 per day, though its reported costs per day are a dollar less.
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The transportation cal-
culation is designed to
encourage efficiency in
transportation.

Only transported stu-
dents living more than
one mile from school are
counted. Disabled stu-
dents with special
transportation needs
receive a weight of five.

The logic behind this method of distributing SEEK money is to
provide an incentive for each district to provide transportation
more efficiently. The more efficient the district, the more of its
transportation costs may be funded through SEEK. The district
might receive more SEEK transportation funding than it spends.

For the purposes of SEEK funding, the number of transported stu-
dents in a district is the number of transported students who live
one mile or more from school. As with the number of total stu-
dents, this number is based on the average daily attendance figure
for transported students for the previous year, plus any growth as
measured by the average daily attendance in the first two months
of this school year. Qualified disabled students with special trans-
portation needs receive a weight of five.

The smoothed graph plots cost per pupil per day by the district’s
geographic density of transported students. Independent and
county school districts are graphed separately. The density used is
the average daily attendance of all transported pupils in the district,
regardless of whether they live more than one mile from school,
divided by the number of square miles served by the school district
(called the “gross density”).

The number of square miles for a county district is calculated by
subtracting the area of any independent district within the county
and the area of the district more than one mile from a transporta-
tion route. If a county district of 250 square miles contained an in-
dependent district of 20 square miles, and 30 square miles more
than one mile from a transportation route (forest land, for exam-
ple), then the county school district’s area served would be 200
square miles (250 minus 20 minus 30).

For independent districts, the area served is the total area of the
district minus the area more than one mile from a transportation
route.

If the district transported 2,000 students—1,800 who live more
than a mile from school and 200 who live within one mile—the
district’s gross transported pupil density would be 10 students per
square mile (2,000 students divided by 200 square miles). This
density is what would be included in the graph of all county dis-
tricts’ densities. Note, however, that the SEEK formula provides
funding only for students living more than one mile from school,
except for disabled students, so this district would be funded for
the transportation of 1,800 students.

10
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The statewide aggregate

of SEEK calculated
transportation is gener-
ally just over 90% of
actual district costs.

Figure 1.B shows the plotted line and positions on the graph of
county districts for 2002. As stated, districts receive per-pupil-per-
day funding based on their transported pupils per square mile.
Counties that are plotted below the line will be reimbursed at the
amount on the line, so they will receive more funding than they
actually spend. Counties above the line will receive less funding
than they spend. The statewide aggregate of SEEK calculated
transportation is generally slightly over 90 percent of actual district
costs.

Figure 1.B
Pupil Density and Transportation Costs
County Districts, 2002
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$1.0 : :
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Transported Pupils per Square Mile
Total Calculated Base To this point, the elements of the Total Calculated Base SEEK

SEEK is the minimum
amount funded for a
district.

have been described, as shown in the “Total Adjusted Base SEEK”
box in Table 1.1. This is the minimum amount of money funded
through the SEEK formula for a school district. The next step is to
determine how much of that funding will come from state govern-
ment and how much from the local school district.
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Districts with greater
property wealth bear a
greater portion of Ad-
justed Base SEEK
through the required
local 30-cent effort.

Tier I was implemented

to provide an incentive
for poorer districts to
increase their tax effort.

A district may receive

full, partial, or no Tier I
equalization.

Required Local Effort

The local share of base SEEK is the required 30-cent effort: 30
cents per $100 of current property assessments. Each district’s lo-
cal assessment includes real estate, equipment or inventory used in
the operation of a business, and motor vehicles owned by residents
and corporations.

The effect of this component is for districts with greater property
wealth to bear a greater portion of Adjusted Base SEEK. While
this is one of the simplest calculations of the SEEK formula, it has
the greatest effect on per-pupil state funds received by the district.
It is also one of the inputs to the SEEK formula that varies signifi-
cantly from year to year.

Additional Local Effort

Each district has the option of exceeding the required minimum
level of local effort. These additional revenues are divided into two
tiers. The first, Tier I, cannot exceed 15 percent of Adjusted Base
SEEK and is partially matched by the state to adjust for the dis-
trict’s per-pupil assessment relative to the statewide average. The
second, Tier II, cannot exceed 30 percent of Adjusted Base SEEK
plus Tier I and is not matched by the state.

Tier 1. Tier I represents the portion of local revenues that exceed
the required local effort of 30 cents and the local five-cent taxation
for facility construction, but are no greater than 15 percent of the
district’s Adjusted Base SEEK. The state will match these local
revenues up to 150% of the projected average statewide assess-
ment per pupil, a figure specified in the Biennial Budget. Holding
all else constant, districts with lower per-pupil assessments receive
higher State Tier I equalization. Tier I was implemented to provide
an incentive for poorer districts to increase their tax effort. The in-
centive is referred to as Tier I equalization.

A district can fall into one of three categories related to Tier I:

e no Tier I equalization due to assessment per pupil
being higher than 150% of statewide average (six
districts in 2002);

e partial-Tier I equalization because the levied equiva-
lent rate minus 35 cents is less than the maximum
Tier I rate. In other words, a district could receive ad-
ditional state dollars if its tax rate was higher (eight
districts in 2002); and
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e full-Tier I equalization because the higher levied
equivalent rate has moved the district into Tier II (162
districts in 2002).

Figure 1.C displays the Tier I status of each of Kentucky’s
176 school districts.

Figure 1.C
Tier I Status
Based on 2002 SEEK Current Year Levied Equivalent Rate

Tier | Status

[ | NoTierl
[_] Partial Tier |

I Full-Tier |

Source: LRC staff compilation of KDE SEEK Bulletins.

Tier I equalization is based on local tax effort, not just local prop-
erty taxes. A school district’s tax effort is measured by the levied
equivalent rate, which in simple terms is total tax revenues divided
by assessments. One way to think of this rate is as an indicator of
what the local property tax rate would be if it produced the same
revenue. If a district’s revenues came only from property taxes, its
levied equivalent rate would be the same as its property tax rate. If
the district received revenue from other tax sources, its levied
equivalent rate would be higher than its property tax rate.

The levied equivalent
rate is tax revenues, in-
cluding permissive
taxes, divided by as-
sessments.

Permissive taxes provide the tax revenues beyond local property
taxes that are included in the levied equivalent rate. Permissive
taxes may include taxes on utility receipts, an occupational tax (in-
come tax), and an excise tax on residents’ state income tax liabili-
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Any local revenues
above Tier I are re-
ferred to as Tier II.

House Bill 44 (KRS

160.470) allows districts
to levy rates in excess of
the Tier II cap.

The four percent in-
crease rate may lead to
reduced state and local
SEEK dollars if reas-
sessed property in-
creases by more than
four percent in one
year.

ties. The revenues provided through permissive taxes are included
in the levied equivalent rate and are thus matched by the state if the
district is in Tier I. The ratio at which the state equalizes Tier I
funding, however, is based on property assessments.

Comments from the SEEK Survey of Superintendents:
Permissive Taxes

“Unless they are being used to establish the $0.30 minimum
equivalent tax rate, permissive taxes become a very disequalizing
source of revenue since they are not otherwise included in the
SEEK formula.”

“Permissive taxes should be considered; it is not fair or equitable
that some districts get much more in permissive taxes.”

Tier II. Any local revenues above the Tier I amount are referred to
as Tier II. These revenues receive no state equalization and there-
fore have no effect on state funding. They are, however, subject to
a cap that is equal to 30 percent of fully funded Adjusted Base
SEEK plus Tier L.

When the SEEK formula was implemented, one district (Anchor-
age) had a rate that would generate revenues in excess of the Tier
IT cap, so it was allowed to keep the rate. Five more districts have
since exceeded the Tier II cap through the “House Bill 44 rate”
used in the tax rate certification process. KRS 160.470 allows a
district to levy a rate that is not subject to recall as long as it does
not generate more than a four percent increase in revenues on cur-
rent year assessments excluding new property.

Tax Rate Certification and Reassessments. The tax rate certifi-
cation process is implemented by the same office within KDE that
performs the SEEK calculation. The process is data-intensive and
involves multiple calculations to provide each district with the dif-
ferent rates that they can levy on their current assessments. The
process itself is beyond the scope of this study, but a basic presen-
tation of the different rates calculated is offered here because it
does affect the levied equivalent rate used in the SEEK calculation.
It also can affect the ability of a district to cover reductions in state
SEEK when reassessments on existing property increase by more
than four percent.
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The amount of increase

in reassessments may be
affected by the assess-
ment schedule chosen
by the PVA.

In general terms, the three key tax rates are:

Compensating Rate (KRS 132.010): A rate that when applied to
the current year’s assessments excluding new property produces
revenue that is approximately equal to that produced in the pre-
ceding year. Any rate up to this rate may be levied without hearing
and 1s not subject to recall.

4% Increase Tax Rate (KRS 160.470): The tax rate that when ap-
plied to the current year’s assessments excluding new property
produces four percent more revenue than the preceding year. Rates
over the compensating rate and up to this rate may be levied with a
hearing and are not subject to recall. Rates cannot exceed the Sub-
section 1 rate, which is the maximum rate from the prior year.

Tier I Tax Rate (KRS 157.440): The equivalent tax rate (total taxes
divided by assessments) that will yield an amount that is 15 per-
cent greater than the district’s fully funded adjusted base SEEK.
Any rate up to this amount may be levied without hearing or recall
(supercedes KRS 160.470).

Three important points regarding these rates are:

e Districts were provided the Tier I tax rate option to encour-
age increased local effort through the state Tier I equaliza-
tion.

e The four percent increase rate has moved some districts be-
yond the Tier II cap.

e Most districts are now levying above the Tier I tax rate and
are therefore subject to the four percent increase rate, which
may lead to reduced state and local SEEK dollars if dis-
tricts’ reassessments increase by more than four percent.

The possibility of reassessments increasing by more than four per-
cent in any given year is affected by the assessment schedule of the
Property Valuation Administrator (PVA). Each PVA is required by
law to reassess all property in the district at least once every four
years. The PVAs’ plans are documented in a Four-Year Assess-
ment Plan submitted to the Revenue Cabinet. A Revenue Cabinet
official indicated that these plans generally fall into one of three
categories:

e Assessments are spread over four years by dividing them
geographically;
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The hold harmless pro-

vision guarantees that a
district will not receive
less state funding per
pupil than before SEEK
was implemented.

In some years, there
have been adjustments
to the funding provided
through SEEK.

e Assessments are spread over four years by dividing them
up by type of property (e.g., commercial, residential); or

e All property is reassessed in one of the four years (a small
number of districts).

The few districts that reassess all property in one year may be more
likely to have more than a four percent increase in reassessments.

Hold Harmless

At a minimum, school districts must receive the same per pupil
state funding as in 1991-1992. If a district’s calculated state SEEK
funding per pupil is less than this amount, then under the hold
harmless provision the district would receive the 1991-1992
amount. Since the hold harmless figure is per student, a qualifying
district could receive less total state SEEK funding if it had fewer
students than in 1991-1992.

Exceptions to the Formula

The Kentucky Education Reform Act established the SEEK for-
mula as a means to “assure substantially equal public school edu-
cational opportunities” for public school students in Kentucky. The
SEEK funding formula established a basic level of per-pupil
funding, required a certain level of local tax effort, increased sup-
port to school districts, and distributed state funds on a more equi-
table basis. This chapter has reviewed the basics of how this is ac-
complished by working through the major components of the
SEEK formula such as the state guaranteed base and equalization
level, adjustments for students with special needs, and local tax
effort.

It should be noted that this is how funding of local school districts
works ideally. In SEEK’s brief history, there have been many ad-
justments depending on the circumstances at the time. These ad-
justments and revisions to the SEEK formula are summarized in
Appendix C. Many changes have occurred because the amount
appropriated by the General Assembly was more than was needed
to fully fund the formula. For example, in fiscal year 1996 extra
money was redistributed through the guaranteed base, and lan-
guage in the Budget based state funding on districts’ prior-year
property tax assessments, which had the effect of increasing the
state share of SEEK funding.
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This chapter describes

six components of the
SEEK formula: the
state guaranteed base
and equalization level;
average daily atten-
dance; exceptional and
at-risk students; trans-
portation costs; local
taxes; and the hold
harmless provision.

CHAPTER 2

THE COMPONENTS OF SEEK:
DESCRIPTION AND TRENDS

The previous chapter went into some detail about the structure of
the SEEK formula because it is difficult to understand what the
formula produces without knowing what goes into it. That infor-
mation is necessary but not sufficient for understanding SEEK,
however. Understanding the effects of the SEEK formula also re-
quires knowing something about the context of its different parts.
For example, knowing that average daily attendance (ADA) is a
measure of how many students are in a district tells one nothing
about how the number has changed over time or varies across dis-
tricts. The purpose of this chapter is to provide some context for
components of the SEEK formula. To make the information easier
for the reader to follow, tables and figures are used to present in-
formation whenever feasible.

This chapter begins with a brief overview of Kentucky’s 176
school districts and concludes with a brief summary of the regional
distribution of education funding in Kentucky, but the bulk of the
chapter covers six components of SEEK:

state guaranteed base and equalization level,
funded average daily attendance,
exceptional and at-risk students,
transportation costs,

local taxes, and

the hold harmless provision.

This report is not a study of how SEEK affects equity of education
funding in Kentucky; that topic would require its own report. Staff
did explore how the components of the SEEK formula are related
to equality—or inequality—of per pupil funding. Appendix D pre-
sents a framework for doing so and reviews how various parts of
the SEEK formula have affected the distribution of funding in se-
lected years.
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Kentucky’s School Districts

As noted above, one of the ways in which this chapter provides
context for understanding the different parts of the SEEK formula
is by focusing on the district level when feasible. There are about
half a million public school students in Kentucky in 120 county
and 56 independent districts." The map in Figure 2.A identifies the
boundaries of each district, with independent districts shaded in

gray.

As part of this study, superintendents or finance officers from 130
districts completed surveys made up of questions about many as-
pects of the SEEK program. Many of the questions were closed-
ended, meaning that the person completing the questionnaire had
to choose from a list of possible responses. Almost every question,
however, provided an opportunity for anyone who wished to do so
to provide comments. When relevant to topics covered in this and
other chapters, comments from those who responded to the survey
are included in boxes.

Districts range in size from West Point Independent, which has
146 students, to Jefferson County, which has over 80,000 stu-
dents—fifteen percent of the state total. As indicated in Table 2.1,
the median number of students per district is around 2,000.> The
typical county district, with a median of over 2,500 students, is
much larger than the typical independent district, which has a me-
dian value of less than 900.

Table 2.1
Students by Type of District
(As Measured by 2001 Funded ADA)

Counties Independents Statewide

(120) (56) (176)
Total 503,648 65,418 569,067
Minimum 357 147 147
Maximum 80,159 4,325 80,159
Median 2,511 879 2,084

Source: LRC staff compilation of KDE SEEK Bulletins.

" Two federal installation districts (Fort Knox and Fort Campbell) are not in-
cluded as part of this study.

2 If the districts are put in order based on the number of students in each district,
the median is the middle district.
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The guaranteed base
has grown about 3% in
almost every year since
FY 1991. When ad-
justed for inflation, the
guaranteed base is
0.4% lower than it was
in FY 1991.

The equalization level of

2000-2002 of $470,000
was more than twice as
high as it was in 1990-
1992.

State Guaranteed Base and Equalization Level

Figure 2.B shows the trend for the guaranteed base (indicated by
the line) and equalization level since Fiscal Year (FY) 1991. In
nominal dollars (not adjusted for inflation), the guaranteed base
grew in every fiscal year except FY 1993, usually by around three
percent, and was one-third higher in FY 2002 than in FY 1991.
Adjusted for inflation using the U.S. Bureau of Economic Analy-
sis’ price deflator for State and Local Government Expenditures,
the guaranteed base in FY 2002 was 0.4 percent lower than it was
in FY 1991.°

On a percentage basis, the equalization level has grown more than
the guaranteed base. The reason is that the equalization level is
specified in the biennial budget based on a projection of 150 per-
cent of the average statewide assessment per pupil, averaged over
the two years of the biennium. Since the average statewide assess-
ment per pupil has grown significantly during this period, the
equalization level has increased. In nominal dollars, the 2000-2002
annual equalization level of $470,000 was more than twice as high
as the 1990-1992 figure. Adjusted for inflation using the State and
Local Government deflator, the increase was 56 percent.

3 Using the U.S. Consumer Price Index for adjustment, the FY 2002 guaranteed
base was 1.8 percent lower than in FY 1991.
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Figure 2.B

Guaranteed Base and Equalization Level

FY 1991 through FY 2002
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Source: LRC staff compilation of KDE SEEK Bulletins.

Funded ADA consists of
the prior-year average
daily attendance plus a
growth factor repre-
senting any additional
students in the district
this year.

The number of students
at the state level has
remained relatively sta-
ble, although there have
been significant in-
creases or decreases in
many school districts.

Funded ADA

In any given year, the number of students funded through the
SEEK formula consists of the prior-year average daily attendance
(ADA) plus a growth factor representing any additional students in
the district this year. This amount is referred to as the Funded
ADA. In FY 2002, if a district’s prior year ADA was 5,000 and its
growth factor was 100 students, then its Funded ADA for FY 2002
is 5,100 students.

The number of funded students in FY 2002 was just less than
570,000. Eleven years earlier, there were just over 570,000 stu-
dents, for an overall decline of less than 4,000 students statewide,
or 0.63 percent. The difference in the numbers of students between
the years with the highest and lowest attendance is also relatively
small. The number of pupils in the lowest year (569,067 students
in FY 2001) is only 2.3 percent less than in the highest year
(582,303 in FY 1994). In other words, the number of students
funded through SEEK at the state level has been relatively stable.

This relative stability, however, masks significant changes at the
district level. In half of Kentucky’s school districts, attendance as
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Most of the county sys-

tems districts with de-
clining numbers of stu-
dents are in the eastern
and western parts of the
state. The fastest grow-
ing county systems are
in the northern and cen-
tral parts of the state
and the counties around
Jefferson. The typical
independent district lost
students over the 1991
to 2002 period.

measured by Funded ADA changed by at least 10 percent from FY
1991 to FY 2002. In 37 districts, the number of students increased
by at least 10 percent; total attendance in these districts was up by
over 20,000 students. In 51 districts, the number of students de-
clined by at least 10 percent for a total loss of over 26,000 stu-
dents.

The geographic pattern to the distribution of declining and growing
districts is shown in Figure 2.C. Most of the county districts with
the largest percentage decrease in students over the 1991 to 2002
period are in eastern Kentucky or the Western Coal Field regions
of the state. In eastern Kentucky, there was no county east of
Menifee County in which the student population increased. Most
of the fastest growing county systems are located in northern
Kentucky, central Kentucky, and counties surrounding Jefferson
County.

Some independent districts are growing, but the typical independ-
ent district lost students over this period of time. Independent dis-
tricts make up less than a third of school districts but comprise 43
percent (24 districts) of the districts that declined in attendance by
over 10 percent.

Figure 2.C

Percent Change in Funded ADA from 1991 to 2002

[ 110% to 57.2%
[ 0% to 10%
I - 10% to 0%
I -46.1% to -10%

. ™

Source: KDE Final SEEK Bulletins for 1991 and 2002.
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Although overall atten-

dance has declined over
the past decade, the
numbers of students
classified as at-risk or
exceptional have grown.

Students with commu-

nication disorders have
declined 14%, students
classified as moderately
disabled have increased
29%, and students with
the most severe disabili-

ties have increased 74%.

Comments from the Survey of Superintendents:
Measuring the Number of Students in a District

[Membership means the number of students who are assigned to a
school.]

“It needs to take in account membership as well as ADA. We have
to have the teachers available whether the child attends or not. Un-
fortunately, we do not control the court system and cannot make
the child attend.”

“Basis for calculation should be on Average Daily Membership
and not Average Daily Attendance. Fixed Charges and Salaries for
teachers, custodians, bus drivers, principals, cooks, etc. are con-
stant throughout the year whether a student is absent.”

“Funding should be on Membership, not ADA.”

“Using Average Daily Membership would be better than Average
Daily Attendance because fixed charges and salaries are there re-
gardless of whether a student is absent.”

Add-on Populations

Although districts vary in their growth or decline in attendance
over the past decade or so and total attendance increased last year,
the number of students statewide is down slightly since the early
1990s. During the same period, the number of students classified
as at-risk or exceptional has increased.” Compared to FY 1992, the
number of students reported as at-risk has increased 21 percent to
over 250,000. The number of exceptional students has increased
18 percent to over 85,000. Figure 2.D shows the percentages of
Kentucky students who were classified as at-risk and exceptional
for the years FY 1992 to FY 2003.

The percentage of at-risk students increased steadily until FY
1998, but has remained relatively stable since then at around 45
percent. The pattern is the opposite for exceptional students. The
percentages of students who were exceptional declined in many
years in the early 1990s, but began an upward trend in FY 1998.
By FY 2003, 15.4 percent of students were classified as excep-
tional, compared to 13 percent in FY 1992. The trends in excep-
tional children differ by level of exceptionality. The percentage of

* See chapter 4 for a discussion of the accuracy of the at-risk and exceptional
student classifications.
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students with a communication disorder declined 14 percent, to
around 22,000. The number of moderately disabled students in-
creased 29 percent, to over 51,000. The biggest change was for
students with more severe disabilities, up 74 percent, to almost
14,000.

Figure 2.D
At-Risk and Exceptional Children Counts
as a Percent of Average Daily Attendance
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Source: LRC staff compilation of KDE SEEK Bulletins.

It should be noted that although the percentages of students who
are measured as at-risk or exceptional are high, 60 percent of the
state’s students are not in these categories as Figure 2.D would
seem to indicate. First, the same student can be classified as at-risk
and exceptional, meaning that the two numbers cannot simply be
added together. Second, the number of at-risk students in a district
is based on an eight-month average of the number of students who
qualify for the federal free lunch program. The number of excep-
tional students is measured by their attendance on one day (De-
cember 1). These counts are not based on average daily attendance.
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SEEK transportation

costs are up 12% be-
yond the rate of infla-
tion since FY 1994.

If a district has 500 at-risk students, it has 500 at-risk students
whether all those students attend school every day, or only 400 do.
This means that the counts of these students as shares of ADA will
be greater if they attend school less than students who are not at-
risk or exceptional.

Transportation

From FY 1998 to FY 2001, SEEK transportation costs were rela-
tively stable, increasing approximately $10 million over four years,
as shown in Figure 2.E. Before and after this period, transporta-
tion costs increased more rapidly. For example, in FY 2002 trans-
portation costs increased as much as in the entire FY 1997 to 2001
period. Annual SEEK transportation costs are now over $200 mil-
lion per year and have increased significantly. After making ad-
justments using the State and Local Government Consumption Ex-
penditures price deflator, since FY 1994 transportation was up 12
percent beyond the rate of inflation as of FY 2001, the last year for
which the deflator was available.

Figure 2.E

SEEK Calculated Transportation Costs

($ millions)
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Source: LRC staff compilation of KDE SEEK Bulletins.
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If controlling for the

density of districts’
transported students
means that districts’
costs will vary depend-
ing on their efficiency,
then reimbursement
rates should be distrib-
uted randomly across
the state. They are not.

In Figure 2.F, districts are grouped according to the degree to
which funding based on each year’s tentative SEEK calculation
provides reimbursement for SEEK-eligible transportation costs. As
noted earlier, districts are not reimbursed for their total transporta-
tion costs but get a percentage based on how their costs per-pupil
compare to costs of other districts of similar geographic density of
transported students. Districts with reimbursement rates below 100
percent are “above the line” in the smoothed graph based on costs
and pupil density (see Figure 1.B in Chapter 1). Those above 100
percent are “below the line.”

Key information from the map is the distribution of districts from
the different categories. If controlling for the density of districts’
transported students means that districts will have different costs
because some districts are more efficient than others, then each
type of district should be spread randomly across the state. In one
sense, this is the case. The districts that have the highest reim-
bursement rates are distributed across the state, except there is no
such county-level district in eastern Kentucky.

Figure 2.F
Transportation Funds Reimbursed

as a Percent of Eligible Transportation Costs

€ No Eligible Transportation Costs (3 districts)

] 11.6% to 80%
] 80% to 100%

I 100% to 120%
B 120% to 232%

(Tentative 2003)

Source: Compiled from transportation cost files provided by KDE.
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It seems plausible that

transportation costs are
affected by factors other
than density, such as
terrain.

A major rationale for
KERA was the differ-
ence in property values
among school districts.

Several contiguous blocks of districts have similar reimbursement
rates, however. For example, a group of counties in eastern Ken-
tucky qualifies for relatively low reimbursement rates. Groups of
counties in northern and western Kentucky are funded at rates
greater than 100 percent of their transportation costs. While it is
possible that districts’ capacity to transport students efficiently
varies by region, it seems plausible that costs are affected by fac-
tors other than density, such as the terrain of the district. Superin-
tendents from several districts who responded to the survey echoed
this reasoning.

Comments from the Survey of Superintendents:
How Transportation Costs Are Reimbursed through SEEK

“No provision for accessibility of routes. ‘Hollows’ present prob-
lems.”

“It is more expensive to run transportation in a rural, hilly district.”

“No consideration for geographic size and road conditions.”

Local Taxes
Assessments

A major rationale for the Kentucky Education Reform Act was the
difference in property values among school districts. If two dis-
tricts have the same property tax rates, the district with higher val-
ued property will reap more money to fund schools than the poorer
district. Figure 2.G shows the differences in per-pupil assessments
in FY 2001.

To provide a basis for comparison, each district’s assessment per
pupil is shown as a percentage of the state SEEK equalization level
for that year. The equalization level of $470,000 for 2001 was set
by the General Assembly to equal 150 percent of the average
statewide assessment per pupil. Six districts—Fayette County, Jef-
ferson County, and four northern Kentucky counties—have an as-
sessed value per pupil of at least $470,000, more than 150 percent
of the state average. Districts at 55 percent to 100 percent of
$470,000 are located primarily in central and western Kentucky.
Most of the districts with the lowest assessments per pupil are lo-
cated in eastern Kentucky.
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Figure 2.G
2001 Assessment per Pupil

as Percent of Equalization Level ($470,000)

[ 1100% to 139.2% ($470,000 - $654,134)
[ ]55% to 100% ($258,500 - $470,000)

[ 40% to 55% ($188,000 - $258,500)
Il 12.8% to 40% ($60,023 - $188,000)

Source: KDE Final SEEK Bulletin for 2001.

As the value of a dis-
trict’s assessed property
increases, its share of
SEEK funding per pupil
goes up and the state’s
share declines.

Statewide assessments
have not declined in the
FY 1991 to 2002 period.
This means that the
share of total funding
provided by local dis-
tricts has increased over
time.

The requirement that local school districts contribute 30 cents per
$100 of property assessment means that variability of assessments
across time and across districts affects the share of SEEK funding
provided by localities and the state. Comparing districts at a single
point in time, those with higher assessments will contribute larger
shares of SEEK funding per pupil than districts with lower as-
sessed property value. As a district’s assessment increases, its
share of the SEEK funding per pupil increases and the state’s share
decreases. Using FY 2002 fully-funded final SEEK figures, for
each one percent increase in total state assessments, the state
SEEK contribution declines $6.6 million.

Figure 2.H shows the annual percentage change in total local as-
sessments for the fiscal years 1991 to 2002. Two aspects of the
trend stand out. First, statewide assessments did not decline in any
year, growing by more than four percent each year. This means
that all else equal, the share of SEEK funding provided by local
school districts would have also increased over time. Second, the
annual percentage change in total assessed property value varies
significantly.
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The increases of over eight percent in FY 1991 and FY 1995 can
be partially explained as unique events. The Kentucky Education
Reform Act reaffirmed that local property was to be assessed at
100 percent of value, and districts were given up to five years to
achieve that. Some districts did so immediately, partly explaining
the large increase in FY 1991. Other districts took the full time pe-
riod, providing a partial explanation for the large jump in FY 1995.
Even allowing for the unusual circumstances for these two years,
the rates of change are quite diverse, ranging from less than five
percent to over eight percent. The pattern from one year to the next
does not seem very stable either. The large increase in assessments
in FY 1995 was followed by years of gradually declining rates of
growth. The high percentage change in FY 2000 was followed by
another year of assessment change of almost eight percent.

Figure 2.H
Total Statewide Assessments
Percent Change from Prior Year
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Source: LRC staff compilation of KDE SEEK Bulletins.

Looking at changes in

aggregate assessments
may mask significant
change at the district
level.

As variable as the diversity of total assessments per year is, this
measure significantly understates the different rates of annual
change at the local level. For example, consider two districts that
begin with the same assessed values. District X’s assessment in-
creases 10 percent the next year; District Y’s goes up 2 percent.
The average change in total assessments for the two districts would
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Three out of four times,

local assessments in-
creased by less than
10%. In the remaining
cases, assessments de-
clined or increased
more than 10%.

Although over half of all

respondents did not
agree that property as-
sessment is the best
available measure of
wealth, few offered al-
ternative measures.

be 6 percent. The next year, the rates of change are reversed; X
increases 2 percent, Y increases 10 percent. The change in total
assessments would be approximately 6 percent again. In other
words, looking at changes in the aggregate assessment may mask
significant changes at the district level.

In fact, large changes in local assessments from one year to the
next are not unusual, as illustrated in Table 2.2. The table summa-
rizes 2,112 annual changes in local assessments from fiscal years
1991 to 2002 (176 districts times 12 years). Declines in assessed
value occur over eight percent of the time. In over a third of the
cases, assessments increased less than five percent. In over 38 per-
cent of the cases, assessments increased from 5 to 10 percent. Over
17 percent of the time, assessments went up over 10 percent. In
about 1 case in 20 (4.9 percent), assessments grew by over 15 per-
cent. To summarize, about three-quarters of the time, local assess-
ments increased by less than 10 percent. In the remaining cases,
assessments declined or increased more than 10 percent. This
matters because a large change in a district’s assessment would
have a significant effect on its share of SEEK funding. A large as-
sessment increase would mean that the state’s share of SEEK
funding for the district is likely to decrease significantly.

Table 2.2

Annual Percentage Change in
Local Property Assessment
FY 1991 to FY 2002

0 or less 178 8.4%
0to 5% 750 35.5%
5to 10% 815 38.6%
10 to 15% 265 12.5%
15 to 20% 65 3.1%
Over 20% 39 1.8%
Total 2112* 100.0%

*176 districts x 12 years

Source: LRC staff compilation of KDE SEEK Bulletins.

On the questionnaire provided to superintendents, they were asked
if they agreed or disagreed that property assessment was an
accurate measurement of a district’s wealth. Although over half of
the superintendents did not agree that property assessment is the
best available measure of wealth, few offered alternatives. The
most frequent responses were criticisms of the current measure, as
detailed in the box below. Some measures were suggested in
addition to property taxes rather than as a replacement, such as “in
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School districts may
levy permissive taxes on
income and utility re-
ceipts. Statewide, per-
missive taxes provide 23
percent of local tax
revenue.

lieu of” money (payments by governments or companies that are
not required to pay property taxes) and permissive taxes.

Comments from the Survey of Superintendents:
Property Assessments as a Measure of a District’s Wealth

[Note: PVA means Property Valuation Administrator]

“The lack of consistency among PVAs compromises property tax
as a measure.”

“PV As may not be consistent throughout the state.”
“Accurate assessment would be a good start.”

“Problem we have is what property is assessed at is not what the
property would sell for.”

“Could be debatable due to possible inconsistencies in assessments
from county to county.”

“Different areas have different property values for similar pieces of
property.”

Permissive Taxes

Local property taxes comprise a majority of local funding for edu-
cation; permissive taxes contribute most of the remainder. Permis-
sive tax revenues may come from an occupational tax (income
tax); taxes on utility receipts such as electric power, natural gas,
and water; or an excise tax on an individual’s state income tax li-
ability (no districts impose the latter tax). Statewide, permissive
taxes provide 23 percent of local tax revenue, but, as usual, local
school districts vary in their usage of permissive taxes. Figure 2.1
maps districts into four groups, ranging from districts with no per-
missive taxes to those with over 27 percent of their tax revenues
coming from permissive taxes.
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Figure 2.1

FY 2000 Permissive Taxes as a Percent of Local Tax Revenue

No Permissive Taxes
[ ]19%-18%
I 18% - 27%
H 27% - 49.1%

Source: Extracts from KDE Tax Certification System.

Thirteen of the 19 dis-

tricts that have no per-
missive taxes are inde-
pendent districts.
Twelve of the 28 dis-
tricts that rely on per-
missive taxes the most
are also independents.

Nineteen districts have no permissive taxes. Of these, 13 are inde-
pendent districts, including 7 northern Kentucky independent
school districts. Independent districts are also over-represented
among the districts that use permissive taxes the most. Twelve of
the 28 districts in which over 27 percent of local tax revenues
come from permissive taxes are independent districts. With the
notable exceptions of Fayette County and Jefferson County—the
state’s two largest school districts—the majority of counties most
reliant on permissive taxes are in the western part of the state. Ex-
cept for Fayette and Jefferson, most of the county districts stretch-
ing across the northern portion of the state raise about 9 to 18 per-
cent of tax revenues from permissive taxes. Permissive taxes com-
prise 18 to 27 percent of local tax revenues in most of the counties
in the eastern and southern regions of Kentucky.

32



Legislative Research Commission Chapter 2

Program Review and Investigations

As the state guaranteed

base has increased, the
number of districts re-
ceiving hold harmless
funding has decreased
from 21 in FY 1994 to 3
in FY 2002.

SEEK funding is shown

by Area Development
District (ADD).

Hold Harmless

As noted earlier, districts cannot receive less state funding per stu-
dent than they received in 1991-1992. As the state guaranteed base
has increased over time, the number of districts receiving hold
harmless funding has decreased significantly. In 1993-1994, there
were 21 such districts, including the two largest districts in the
state—Fayette County and Jefferson County. Hold harmless fund-
ing was over $11 million that year. Most districts in that group,
including Jefferson County, no longer qualify for hold harmless,
and total funding has plummeted to less than $1 million in most
years. In 2001, there were only two hold harmless districts, and
only three in 2002.

Comments from the Survey of Superintendents:
Hold Harmless Provision

Superintendents were asked to indicate their level of satisfaction
with the hold harmless provision. Over half of those responding
answered “neutral.” One superintendent commented that “This was
a good safety net, but should have included an inflationary fea-
ture.”

The Distribution of Funding to Kentucky School Districts

This chapter has shown the trend and distribution among school
districts for the major components of the SEEK formula. The
chapter concludes by showing how these components fit together
to produce the per-pupil funding by school districts. This informa-
tion will not be presented at the school district level, however. That
level of detail is already available in annual reports from the Office
of Education Accountability. Instead, per-pupil funding will be
presented in graphs for each of Kentucky’s Area Development
Districts (ADDs). Such an approach shows regional variation, but
hopefully does so in a manner that is easy to follow.

In each of the figures below, the funding is per pupil for Fiscal
Year 2001. The number of pupils is the end-of-year average daily
attendance for FY 2001, not the Funded ADA for FY 2001. This
measure was used as the best indicator of the actual number of stu-
dents who were in attendance in each school district for the year.
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The state share of SEEK

funding is about half or
less in three ADDs,
about two-thirds in
three ADDs, and about
75 percent or more in
nine ADDs.

Figure 2.J shows the amount and composition of funding through
the SEEK formula for each Area Development District. The size of
the pie chart for each ADD reflects the amount of per-pupil fund-
ing—the more funding, the bigger the pie. The darker gray pie
slice indicates the share of funding provided by the state; the
lighter gray is funding from local property and permissive taxes.
Per-pupil spending ranges from $4,763 in Buffalo Trace to $6,011
in KIPDA. There are three patterns of the share of funds provided
by the state through the SEEK formula. In the Pennyrile district
and in the eastern part of the state, ranging from Buffalo Trace to
Lake Cumberland, state funds comprise about 75 percent or more
of per-pupil SEEK funding. In three ADDs in western Kentucky
(Purchase, Green River, and Barren River), state funds are about
two-thirds of the total. In the remaining three districts (Bluegrass,
KIPDA, and Northern Kentucky), the state share of SEEK is
around half or less.

Figure 2.J

State SEEK and Local Tax Revenues per Pupil

[ ] Local taxes (property and permissive)

[ State SEEK

by Area Development District
FY 2001

$5,384

Bluegrass

Kentucky River

Barren River

Lake Cumberland Cumberland Vallsy

Purchase

Note: State SEEK excludes $100 per pupil capital outlay and FSPK.
Source: Compiled from KDE 2001 Receipts and Expenditures spreadsheet.

If funding outside the

SEEK formula is in-
cluded, the ranking of
districts by revenues per
pupil changes.

This report is about SEEK, but SEEK funding is not the only
money provided by governments for primary and secondary edu-
cation in Kentucky. SEEK comprises the largest share, but the state
and localities provide other revenue and the federal government
provides funding as well. Figure 2.K shows total funding per pupil
from all these sources and the share of the total funding from each.
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It should be stressed that unlike revenues provided through the
SEEK formula, other state funding and federal funding usually
must be spent in specified ways. The figures for total funding are
shown to illustrate that the bulk of education funding is provided
through the SEEK formula and that the ranking of districts is dif-
ferent than when only SEEK funding is considered. For example,
Big Sandy and Northern Kentucky differed by only $17 per pupil
in state and local SEEK funding. Total revenues for Big Sandy are
over $500 higher per pupil, however.

Figure 2.K
Total Revenues per Pupil
State SEEK and Local Taxes Plus Other Revenues from Local, State, and Federal Sources
by Area Development District
FY 2001

Il State SEEK & Local Taxes
I Other Local Revenue

[ ] Other State Revenue

[ | Federal Revenue

Buffalo Trace

S N

Bluegrass

Pennyrile

Barren River Lake Cumberland Cumberland Valley

Purchase

Note: State SEEK excludes capital outlay and FSPK (included in “Other State Revenue”), and fund transfers and sales of bonds at fixed assets
(MUNIS codes 5000-5999).
Source: Compiled from KDE 2001 Receipts and Expenditures spreadsheet.
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Seven people in the Re-

porting Branch perform
the SEEK calculations.

It seems reasonable that

SEEK would be admin-
istered at a higher level
in the organization.

CHAPTER 3

FLAWED DATA AND PROCEDURES
RESULT IN SEEK CALCULATION ERRORS

This chapter describes the validity of the underlying data and the
process used to calculate the SEEK funding formula. Numerous
data errors and procedural problems have resulted in SEEK calcu-
lation errors. Unless changes are made to the processes of validat-
ing information and using it in calculations, these errors are likely
to continue. The SEEK formula distributes over 25 percent of the
General Fund budget, so even small errors can have a multi-
million dollar impact. As a result, SEEK deserves the best system
that can be designed for its administration. This chapter presents
six recommendations for improving and verifying the accuracy of
information used in the SEEK calculations. Two recommendations
for improving and verifying the accuracy of the calculation process
are also provided.

Administering Agency

The SEEK formula is administered by the Division of School Fi-
nance within the Kentucky Department of Education (KDE). The
division’s place within the department’s overall organization
structure is highlighted in Figure 3.A. The division has three
branches: Administrative Support, Audit, and Reporting, as illus-
trated in Figure 3.B. The SEEK formula is calculated within the
Reporting Branch (gray box). The branch has a staff of seven indi-
viduals with a number of duties and responsibilities in addition to
SEEK calculations.

In calculating the SEEK funding formula, the Reporting Branch
uses information from the other branches in the division, from
other divisions within the Office of District Support Services, and
from other offices in the Bureau of Learning and Results Services.
Organizational authority and responsibility are depicted in Figures
3.A and 3.B. Since SEEK represents over 25 percent of the Gen-
eral Fund budget, it seems reasonable that SEEK would be admin-
istered at a higher organizational level within KDE.
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Figure 3.A

Organization Chart for Department of Education
Division of School Finance Highlighted
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Source: Adapted from chart provided at KDE website.
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Figure 3.B

Organization within the Division of School Finance

Division of School Finance

Conduct attendance audits
Conduct activity fund audits
Review budgets

Receive draft budget certifications
Assist with accounting transactions
Assist with bidding & procurement
Calculate indirect costs

Track bonds of depository

Track bonds of treasurer

Review financial and A-133 audits
Conduct day care audits

Director's Office
(3 staff)
Administrative Support Audit Reporting
Branch Branch Branch
(9 staff) (7 staff) (7 staff)
Conduct management audits Resolve attendance audit findings SEEK Calculation

Calculate tax rate cerfication
Review tax rate levied forms

Prepare standard audit contract Calculate transportation

Provide auditor training Maintain bond payment records
Calculate audit reimbursements Calculate bonding potential

Set attendance policy Administer Medicaid reimbursement
Receive school calendars programs

Set health insurance policy

Process health & life payments
Collect end-of-year and growth factor
attendance data

Professional/classified staff data
Tentative budgets
Working budgets
Annual financial reports
Data for Federal Reports:
NPEFS
F33

Source: Compiled by Program Review staff based on KDE documents and

interviews.

Calculations that in-
volve attendance statis-
tics may be incorrect
because the underlying
attendance data may be
incorrect.

As can be seen from Figure 3.B, the three branches in the division
have only 23 employees, and they have numerous responsibilities.
Implementation of the recommendations in this chapter may re-
quire KDE to increase technical expertise and resources.

Many of the SEEK calculations depend on the validity of average
daily attendance and a growth factor for attendance, which are re-
ported by school districts. KDE obtains limited verification of the
validity of reported attendance statistics. Thus, the calculations that
involve attendance statistics may be incorrect because the under-
lying attendance data may be incorrect.

The remainder of this chapter describes the validity of data used by
the Reporting Branch and the accuracy of the SEEK calculation
process. The three major categories of data needed for the SEEK
calculation are as follows:
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Information used by
KDE in calculating the
SEEK funding formula
comes from four
sources: local school dis-
tricts, local taxing
authorities, the Ken-
tucky Revenue Cabinet,
and the state budget.

This chapter focuses on

the validity of tax in-
formation obtained di-
rectly from school dis-
trict records and veri-
fied only by KDE.

e Local tax information,
e Pupil attendance statistics, and
e Transportation attendance and cost information.

Local Tax Information

The Kentucky Department of Education receives information from
various external sources that it uses to calculate SEEK and to cer-
tify tax rates to school districts. 702 KAR 3:275 prescribes the
regulations for calculating the tax rates. Information used by KDE
in calculating the SEEK funding formula comes from four sources:
local school districts, local taxing authorities, the Kentucky Reve-
nue Cabinet, and the state budget. The information obtained from
each source is summarized in Table 3.1.

Table 3.1
Sources of SEEK Local Tax Information

Information obtained from school districts:
Tax rates levied
Reconciliation of taxes collected
Information obtained from local taxing authorities:

Tax collector’s report (sent to KDE by school district)
Information obtained from Kentucky Revenue Cabinet:
Annual certification of property tax roll for each district
Real and personal property tax assessments
Information obtained from the state budget:

State equalization level

Source: Compiled by Program Review staff based on KDE documents and
interviews.

Importance of Accurate Local Tax
Information to the SEEK Formula

The KDE Division of School Finance performs a number of cal-
culations involving taxes to derive the final SEEK distribution to a
school district. Some information used in the tax calculations
comes from the state budget. Other information used in the tax cal-
culations depends on the accuracy of information received from
school districts, local taxing authorities, and the Kentucky Revenue
Cabinet. Verifying the accuracy of information received from local
taxing authorities and the Revenue Cabinet is outside the scope of
this study. In addition, other entities review the accuracy of this
information in the financial audit process. Therefore, this chapter
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Internal reviews have
led to the discovery of
errors and have resulted
in adjustments to SEEK
payments.

School districts are re-
quired to explain differ-
ences between tax col-
lections on the tax col-
lector’s report and on
the district’s Annual
Financial Report.

KDE does not ade-
quately verify the accu-
racy of districts’ atten-
dance statistics.

The daily responsibility
for recording atten-
dance falls primarily on
classroom teachers and
attendance clerks.

focuses on the validity of tax information obtained directly from
school district records and verified only by KDE. One area of con-
cern is the tax information received from school districts.

Internal reviews by the Division of School Finance have discov-
ered errors in tax information submitted by school districts. Cor-
rection of these errors led to adjustments in SEEK payments. For
example, Division officials discovered that one school district re-
ported an incorrect tax rate, which resulted in SEEK overpayments
to the district. When the error was discovered in a subsequent year,
KDE treated the error as a prior-year adjustment, and the school
district was permitted to repay the overpayment in annual install-
ments. This error had no effect on SEEK payments to other dis-
tricts.

The Division of School Finance receives each school district’s rec-
onciliation of taxes collected. This reconciliation is supposed to
disclose any differences between reported tax collections in the tax
collector’s report, which is prepared by the sheriff or special tax
collector, and the district’s Annual Financial Report (AFR). The
Division of School Finance requires a school district to explain
significant differences between the two reports. If the tax collec-
tor’s report is not readily available, the Division may use informa-
tion from the district’s AFR as a proxy.

Attendance Statistics

Accurate attendance statistics are critical to correctly calculating
the SEEK funding formula. Nevertheless, school districts make
errors in reporting attendance statistics, and KDE does not ade-
quately verify the accuracy of the reported statistics on a regular
basis.

The daily responsibility for recording attendance falls primarily on
classroom teachers and attendance clerks. KRS 161.200 requires
teachers to keep attendance records, and 702 KAR 7:125 estab-
lishes a uniform method of recording pupil attendance. According
to 702 KAR 7:125 Section 16 (1), “The school’s records of daily
attendance and teacher’s monthly attendance reports, daily and
class period absentee lists, and student entry and exit logs shall be
the original source of attendance data for all pupils enrolled in the
public common schools.”
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KDE uses several types
of attendance statistics
to calculate base SEEK
funding.

Average daily atten-
dance (ADA) is calcu-
lated from the Superin-
tendent’s Annual At-
tendance Report (SAAR
the Safe Schools Report.

Sources of Attendance Statistics

The SEEK funding formula provides a school district an amount
equal to the base funding level for each pupil in average daily at-
tendance the previous year plus the current-year growth factor. The
district’s base funding level is then adjusted for the number of at-
risk students, the number and types of exceptional children, home
and hospital instructed students, and transportation costs.

The attendance growth factor report is a record of a district’s
growth or reduction in ADA for the first two months of the current
school year compared to the first two months of the prior year.
Districts with ADA growth receive additional SEEK funding. Dis-
tricts with declining ADA do not receive a cut in funding.

To calculate base SEEK for a school district, the Division of
School Finance uses several types of attendance statistics. The
sources of attendance statistics are summarized in Table 3.2.

Table 3.2
Sources of SEEK Attendance Statistics

Statistics obtained from school district attendance reports:
Average daily attendance (ADA)
Transported students
Students with special transportation needs
Students receiving home and hospital instruction
At-risk students
Exceptional students and their levels of exceptionality
Growth factor

Statistics obtained from the Safe Schools Report:
Suspended and expelled students

Source: Compiled by Program Review staff based on KDE documents and in-
terviews.

Average daily attendance (ADA) is, in essence, the full-time
equivalent (FTE) number of eligible students attending during the
year. Overage and underage students and certain others are not eli-
gible for SEEK funding. Students who attend half days are eligible
for one-half FTE per day of attendance. The Division of School
Finance receives a Superintendent’s Annual Attendance Report
(SAAR) from each district, which provides most of the information
needed to calculate average daily attendance. Information on the
SAAR is combined with suspension and expulsion data submitted
on the Safe Schools Data Report to calculate a district’s average
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ADA of transported

students and home and
hospital students is ob-
tained from the SAAR.

The number of at-risk

students is obtained
from the Division of
School and Community
Nutrition.

The number of excep-
tional children is ob-
tained from the Division
of Exceptional Children
Services.

daily attendance. The Division of School Finance gets this infor-
mation from the Division of Family, Student, and Community
Support.

Classroom teachers generally identify the ADA of students trans-
ported and those with special transportation needs. The classroom
teacher assigns a transportation code to a student and periodically
checks the validity of code by, for example, asking the students if
they ride the bus. The information is entered into the school’s at-
tendance system, and it is combined with information from other
schools when the district prepares the SAAR. The Division of
School Finance gets this information from the SAAR.

Home and hospital students are those who have short-term condi-
tions that prevent them from attending school in the classroom.
The teachers providing the home or hospital instruction record the
sessions on standardized forms. The Division of School Finance
gets this information from the SAAR.

The Division of School Finance obtains the number of at-risk stu-
dents (those who are eligible for free lunch) from the Division of
School and Community Nutrition, Office of District Support
Services. The information is reported electronically each month by
school districts. The Division of School and Community Nutrition
prepares an annual eight-month average report at the end of the
school year that is used by the Division of School Finance in the
following year’s SEEK calculations. However, the number of at-
risk students may be overstated. According to a recent news article
in the September 2002 Single Audit Information Service, based on
a review of audit reports, “ . . . USDA officials concluded that
from 18 percent to 29 percent of children certified to receive free
meals through the program may be ineligible.” Some of the re-
spondents to the Survey of Kentucky School Superintendents
wrote that they would like to see children eligible for reduced
lunch, in addition to those eligible for free lunch, included in the
definition of at-risk students.

The Division of School Finance obtains the number of exceptional
children and their levels of disability from the Division of Excep-
tional Children Services, Office of Special Instructional Services.
A child’s disability is determined by an Admission and Release
Committee, which is also known as the Individual Education Pro-
gram (IEP) Team, upon the initial placement of the student. The
placement is reevaluated at least every three years. The committee
consists of the parent, a teacher of exceptional children, the child’s
regular education teacher, a person knowledgeable in special edu-
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The Division of School

Finance is responsible
for verifying the validity
of the attendance statis-
tics used in the SEEK
calculation.

As of August 2002, all

school districts except
Jefferson County were
using the same software
to record attendance.

cation evaluations, a chairperson (typically the building principal),
and others, depending on the unique needs of the student. Accord-
ing to an official in the Division of Exceptional Children Services,
a child’s disability classification does not typically change dra-
matically from year to year. The count of students by disability is
conducted on December 1 of each year and is used by the Division
of School Finance in the following year’s SEEK calculations.

Importance of Accurate Attendance
Statistics in the SEEK Funding Formula

The Division of School Finance calculates the SEEK distribution
to school districts and the additional transportation component.
Thus, the Division of School Finance is responsible for verifying
the validity of the data underlying the calculations. The division
uses a number of procedures designed to obtain assurance that the
attendance statistics used in the formulas are complete and accu-
rate. Among the procedures are requiring school districts to use
standardized attendance software, reviewing reports received from
school districts, and performing attendance audits. However, these
procedures provide insufficient verification of the accuracy of data
that has a significant impact on the SEEK calculations.

The use of standardized software cannot ensure that attendance
information is entered correctly into the computer system. For ex-
ample, recording a student’s time of late arrival is a human respon-
sibility and is necessary for the computer system to calculate accu-
rate statistics. Reviewing reports received from school districts will
only help identify changes in reported statistics; such a review will
not verify the accuracy of the reported statistics. Finally, flaws in
the attendance audit process call into question the usefulness of the
results in relation to the amount of effort expended. This chapter
provides recommendations for improving the accuracy of atten-
dance statistics used in the SEEK funding formula. Some recom-
mendations are based on a review of KDE attendance audits. As
described in more detail later in this chapter, staff selected a sam-
ple of 47 attendance audit reports covering a four-year period.

Districts’ Use of Standardized Attendance Software

As of August 2002, all school districts except Jefferson County
had implemented the latest version of the Software Technology,
Inc. (STI) attendance system. In the STI system, the daily school
calendar can be used to help calculate ADA. For each student, the
school defines the length of the school day, and the percentages of
the school day corresponding to full-day absence (84%), half-day
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absence (35%), and tardy (0.01%) are entered. When a student
checks in or out of school, the time is supposed to be entered in the
computer from the school’s entry/exit log. The computer calculates
whether the student was tardy, absent for one-half day, or absent
for a full day. Division of School Information Technology officials
indicate that all schools using STI initialize their computers at the
beginning of the school year and let the system calculate tardies
and absences thereafter. These officials indicate that the percent-
ages were verified when the program was initially installed in each
school and are emphasized in training sessions sponsored by KDE
and STL

In prior years, school districts have used various software pack-
ages, and many have calculated tardies and absences by hand. The
most prevalent error reported in school attendance audits in the
sample was incorrect determination of half-day and full-day ab-
sences. In future years, the consistency offered by having the same
software in each school could help eliminate the human error in
calculating fractions of days. However, consistency can only be
achieved when school personnel include the correct time of late
arrival or early departure on the entry/exit log. Omitted time of late
arrival or early departure on the entry/exit log is a major cause of
incorrect determination of half-day and full-day absences.

KDE Review of Attendance Reports
Received from School Districts

Each school district submits its Superintendent’s Annual
Attendance Report (SAAR) to the Division of School Finance
upon completion of the school year, prior to June 30. Attendance
information is reported by school, grade level, and transportation
code. The SAAR provides attendance information for the district
and is used to calculate, among other things, the district’s
percentage of attendance. Information from this report is combined
with suspension and expulsion data from the Safe Schools Data
Report for calculating the district’s average daily attendance
(ADA).

The SAAR is electronically submitted to KDE. The Reporting
Branch, Division of School Finance, reviews each submitted
SAAR and follows up on significant differences in reported
attendance from the prior year before the final SEEK calculation is
made. Any adjustments received after the final SEEK calculation
are treated as prior-year adjustments in the next year’s calculation.
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KDE Attendance Audits

Attendance audits are supposed to identify problems in a school
district’s system of accumulating and reporting accurate ADA sta-
tistics. However, the audits do not provide adequate validation of
data. The Administrative Support Branch, Division of School Fi-
nance, conducts the audits. Eight field auditors, each working in a
different region of the state, conduct the audit work. In addition,
the field auditors have other responsibilities, such as providing
technical assistance to the school districts in their respective re-
gions.

Timing and Frequency

Attendance audits are performed early in the school year after at
least one month of attendance statistics can be generated. The
audits are designed to identify problems in the school district’s
system of accumulating and reporting accurate ADA statistics so
the problems can be corrected early in the school year. The audits
are not designed to produce a before-and-after-the-audit count of
attendance.

Attendance audits are supposed to be performed at each school
district approximately every four years. As a result, all districts
should be audited in a four-year period. Division of School Fi-
nance officials state that this audit approach was developed from a
recommendation made by the Auditor of Public Accounts. How-
ever, the Division has not strictly adhered to a four-year schedule.
Some districts have been audited within one, two, or three years of
the previous audit, whereas others have not been audited for five
years. The attendance audit schedule has been disrupted by such
factors as school districts requesting a special audit, audit staff re-
duction from nine auditors to eight, and audit staff turnover. For
example, according to a Division of School Finance official, two
auditors terminated their employment with the Division early in
calendar year 2001. Only one of the vacant auditor positions was
subsequently filled, the audit regions were reconfigured, and the
2002 attendance audit schedule was revised.

Data validation procedures were sacrificed for the convenience of
KDE employees. The division revised the original 2002 audit
schedule because field auditors were not located in or near some
districts on the original schedule. The new schedule was largely
based on the physical proximity of available auditors rather than
where the risk of significant error may have existed in the districts’
attendance reports.
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Division auditors began performing attendance audits in their cur-
rent form in Fiscal Year (FY) 1996. However, beginning in FY
2001, some procedures were omitted in attendance audits of certain
schools. Prior to FY 1996, Division officials indicate that some
audit procedures were performed, but no documentation is avail-
able on the procedures or the results of performing them.

Basic Procedures That Should Be Performed

The Division of School Finance has developed a standardized set
of procedures, or an audit program, that the auditors are supposed
to follow in conducting an attendance audit. The audit program
consists of two basic parts: (1) procedures to be applied at the dis-
trict’s central office, and (2) procedures to be applied at individual
schools. At both the central office level and the school level, the
auditor is supposed to obtain information about whether the district
is performing its duties in accordance with law and regulation. A
copy of the audit program is provided in Appendix E.

Extent of Procedures Included in the Audit Program

The procedures included in the audit program do not consider the
risk of significant error in the per-pupil funding amount. A risk-
based approach to conducting attendance audits would tailor the
nature and extent of audit procedures to the significance of the ef-
fect of an error on the SEEK funding formula. This approach
would also ensure that the usefulness of the results of the audits is
commensurate with the audit effort expended.

For example, the audit program requires the auditor to determine
whether all students receiving home and hospital services have met
the minimum criteria specified in regulation. As a result, the audi-
tor is instructed to test 100 percent of this student population even
though these students represent less than one percent of ADA, and
the add-on funding factor for these students represents less than
one percent of per-pupil SEEK funding statewide. A risk-based
approach to the audit would indicate that this population should be
sampled rather than being tested 100 percent. Errors in statistics
for this population would not result in significant errors in overall
per-pupil SEEK funding.
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Conversely, the audit program does not require the auditor to de-
termine whether exceptional children are correctly reported. Using
a risk-based approach, this population should be sampled to verify
the students’ exceptionality and their respective levels of excep-
tionality. These students represent over 9 percent of ADA and over
15 percent of per-pupil SEEK funding statewide. Errors in statis-
tics for this population could result in significant errors in per-pupil
SEEK funding.

KDE should implement a risk-based approach to auditing school
districts’ reported attendance statistics. This approach should con-
sider the effect of significant error in each type of data on the per-
pupil funding amount, and should tailor the audit procedures ac-
cordingly. A risk-based approach to auditing would indicate that
the auditor should test a sample of items on the school’s entry/exit
log to determine whether the required time of late arrival or early
departure is recorded on the log. The individual school audit pro-
gram requires the auditor to determine whether the attendance
clerk enters actual times for arrival and departure for students ar-
riving late or leaving early. The audit program includes a form for
the auditor to complete that should document 25 items tested from
the entry/exit log. However, the audit program does not require the
auditor to test a specified number or percentage of items from the
entry/exit log at each school. Therefore, testing is inconsistent
from school to school and from district to district.

As explained in the section of this chapter on staff’s review of the
attendance audit process, in over half the audited schools, full day
and half-day absences were not recorded correctly. In many in-
stances, the errors were caused by omission of the time of the stu-
dent’s late arrival or early departure on the entry/exit log. Errors in
attendance statistics for half-day and full-day absences can result
in significant errors in reported ADA and statewide funding. For
example, if FY 2002 statewide ADA were overstated or under-
stated by just one percent, the effect on SEEK funding to school
districts would have been $19.5 million.

Finally, an audit approach focused on the risk of significant error
in the per-pupil funding amount would increase the audit emphasis
on school districts with high levels of attendance. For example, in
the FY 2002 SEEK calculation, five school districts accounted for
over 25 percent of statewide ADA adjusted for growth: Boone
County, Fayette County, Hardin County, Jefferson County, and
Kenton County. With an ADA of over 80,000 students, Jefferson
County alone accounted for over 14 percent of total statewide at-
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tendance. The General Fund’s FY 2002 SEEK contribution to Jef-
ferson County was over $200 million. /f Jefferson County’s ADA
were overstated by just one percent (800 students), the effect on
the General Fund would be an overpayment of $2 million to this
district. A risk-based audit approach would recognize that errors in
attendance statistics for some districts could have a significant ef-
fect on the state budget.

RECOMMENDATION 3.1

KDE should implement a risk-based approach to auditing
school districts’ reported attendance statistics. This approach
should consider the risk of significant error in the per-pupil
funding amount and should tailor the audit procedures ac-
cordingly. School districts with large attendance statistics
should be audited more frequently than those with small at-
tendance statistics.

The central office audit program covers broad attendance issues,
which are summarized in Table 3.3. The individual school audit
program covers specific attendance issues, which are summarized
in Table 3.4. The audit program for individual schools also in-
cludes standardized forms for the auditors to use in testing the
school’s entry/exit log, absentee list, and student withdrawals.
However, the auditors do not perform all the procedures in accor-
dance with the audit program. In addition, the procedures are not
performed at all the schools in a district.

Audit Procedures May Be Omitted

Not all procedures are performed in every school attendance audit.
Beginning in FY 2001, the factor that determines whether certain
procedures will be performed is a school’s Commonwealth Ac-
countability Testing System (CATS) scores. In schools identified
in the audit program as “low performing schools,” which are those
that receive low CATS scores, all the audit procedures are per-
formed. In schools that receive high CATS scores, some critical
procedures are omitted.

Thus, schools with high CATS scores do not have to demonstrate
the same level of accountability for attendance statistics as schools
with low CATS scores. For schools that receive high CATS scores,
the auditors do not perform procedures to determine whether the
entry/exit log is being used correctly in calculating ADA and do
not verify other factors that could affect reported statistics. A
school’s CATS scores are not necessarily related to the accuracy of
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its attendance reports. Attendance statistics measure whether a stu-
dent was in the classroom, while CATS scores measure how well a
student did in the classroom. Omitting these audit procedures could
compromise the accuracy of SEEK calculations.

Table 3.3
Summary of District Office Audit Procedures
That Should Be Performed

Reports and records retention

e School calendars (SEEK funding is adjusted proportionatel-
for districts not providing the minimum instructional time.)

e Nonresident pupils (These students are included in ADA
when a district has a written agreement with the district of
the student’s legal residence. Out-of-state residents are not
included in ADA.)

e Attendance policy and truancy (Students absent less than
one-half day are classified as tardy, which does not affect
ADA but is considered a truancy issue.)

e Board policies on such issues as expelled students, weather
days, and dropout questionnaires (For example, a school dis-
trict may receive funding for up to 175 days that a student is
expelled and up to 10 days that a student is suspended.)

e Home and hospital students (Students receiving home and
hospital instruction are included in ADA. A district gets ad-
ditional SEEK funding for home-and-hospital-instructed stu-
dents, funded at the base SEEK per-pupil amount less $100
capital outlay.)

e Overage and underage students (These students are not in-
cluded in ADA.)

e Released time students (These students have alternative
schedules in which they arrive late or leave early on a regular
basis. The released time reduces ADA..)

e Shared time students (These nonpublic school students attend
public school part of the day for specified services. The
shared time increases ADA.)

e Transportation (Although not required by law or regulation,
the KDE Division of Transportation recommends that trans-
portation codes be verified at least once a semester.)

e Self audits and training (Although not required by law or
regulation, the KDE Division of School Finance recommends
that school districts perform self-audits of their attendance
statistics.)

Source: KDE’s Central Office Audit Program
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Schools May Be Exempt from Audit

Some schools in a district are exempt from the attendance audit.
For example, if a district has a large number of elementary schools,
only those considered by the auditor to have problems are tested.
The determination of which schools to eliminate from testing is not
guided by written KDE policy but is left to the auditors’ discretion.
Thus, KDE gets only a partial picture of the validity of attendance
data reported by the district. Because a district may have an atten-
dance audit only once every four years, the assurance of data va-
lidity is further diminished.

RECOMMENDATION 3.2

All procedures designed to test the validity of reported atten-
dance statistics should be performed on every attendance audit
and at all schools in the district.

Table 3.4
Summary of Individual School Audit Procedures
That Should Be Performed

Attendance system (including the entry/exit log)

Master schedule (required length of school day)

Instructional time

Teacher’s record of daily attendance (including how en-

try/exit times and suspended and expelled students are re-

corded)

e Released time students

e Shared time students

e Transportation codes (how codes are verified at the high
school level, which can reduce ADA when students drive
to school)

e State vocational facility students (documentation from the
vocational school to substantiate attendance recorded at the
middle school or high school)

e Alternative program/facility students (documentation from
the alternative program or facility to substantiate atten-
dance recorded at the middle school or high school, not in-
cluding GED students)

e Attendance policy (including whether the attendance clerk

has received training from the school district’s Director of

Pupil Personnel on attendance procedures and regulations)

Source: KDE’s School Audit Program
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Review of the Attendance Audit Process

In 56.9 percent of the schools audited by KDE and included in the
Program Review sample, full-day and half-day absences were not
recorded correctly. The errors noted by the auditors included both
overstatements and understatements of time attended. In many in-
stances, the errors were caused by omission of the time of the stu-
dent’s late arrival or early departure on the entry/exit log. The ac-
tion required to correct the errors is monitoring the log to assure
that all information mandated by regulation is reported on the en-
try/exit log. This type of error is significant to the SEEK calcula-
tion because the error cannot be corrected after the fact to calculate
more accurate attendance statistics.

Another cause of the errors in full-day and half-day absences was
incorrect calculations of the portion of the day the student was not
at school. The action required to correct the errors is recalculation
of the absences. In schools using the STI system, these errors can
be corrected when the time of entry or exit is entered in the com-
puter. However, these errors can only be corrected when the time
of late arrival or early departure is entered on the entry/exit log at
the time of late arrival or early departure, which is not done con-
sistently in all schools.

RECOMMENDATION 3.3

When the time of late arrival or early departure is not entered
on the school’s entry/exit log, the student should be counted
absent for the full day.

In 18 percent of the audited schools, special transportation (T-5)
codes were not being used correctly. In the majority of the errors, a
student had a T-5 code that was not supported by the student’s In-
dividual Education Program (IEP). The action required to correct
this error is review of students’ IEPs and correction of the trans-
portation codes. This error is significant to the SEEK transporta-
tion add-on factor because the number of students coded T-5 is
multiplied by a weight of four to increase a school’s ADA for the
transportation component. In other words, if a district has an ADA
of 100 students with a T-5 code, the district receives credit for 400
additional transported students in ADA for the SEEK transporta-
tion component. This problem can be corrected by reviewing stu-
dents’ records. However, since a district’s records are only tested
approximately every four years, and because all schools are not
tested, accumulated errors over time can be significant.
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Based on the sample, other problems of lesser magnitude were also
noted. For example, in 13.2 percent of the audited schools, instruc-
tional time did not meet legal requirements; in 6.7 percent of the
schools, there were errors in shared time, released time, and alter-
native student program attendance statistics; and in 4.6 percent of
the schools, home and hospital students were not receiving the re-
quired instruction time. (See Tables 3.3 and 3.4 for a description of
how these items affect ADA.) The errors noted in reviewing atten-
dance audit reports are summarized in Table 3.5.

Table 3.5
Errors Noted in Reviewing Attendance Audit Reports
% of
Type of Error Schools
Full-day and half-day absences were not recorded
correctly. 56.9%
Special transportation codes were not correctly
used. 18.0%
Instructional time did not meet requirements. 13.2%
Errors were noted in shared time, released time,
and alternative program attendance statistics. 6.7%
Home and hospital students were not receiving
the required instruction time. 4.6%

Source: Program Review staff’s review of KDE attendance audit reports.

Results of the Review of Audit Documentation Files

Program Review staff selected two reports from the FY 2002
audits for a review of the auditors’ documentation files. In the
audit documentation file for one school district, the audit program
for the central office could not be located. As a result, staff were
unable to determine whether the auditor had performed any of the
required procedures at the central office on statistics that can be
significant to reported ADA, including school calendars, and non-
resident, overage, underage, released time, and shared time stu-
dents.

For this school district, the audit file contained documentation of
work performed at seven schools: three high schools, one middle
school, and three elementary schools. For some schools, there was
no documentation that the auditor had performed certain required
procedures. The audit program requires the auditor to test the accu-
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racy of information reported on the school’s entry/exit log, the ab-
sentee list, and withdrawal codes. However, there was little or no
documentation in the file to show the number of items from which
the auditor’s sample was selected, the method used to select items
for testing, or the criteria used to measure whether an item was re-
corded correctly. The method used to select items for testing is im-
portant because it determines whether the test results can be pro-
jected to estimate the overall error rate in the population from
which the sample was selected. In a random sample, the auditor
selects items in such a way that every item in the population has an
equal chance of being selected; the auditor can project the results
to the population in order to gain an understanding of the signifi-
cance of errors. In a judgmental sample, the auditor selects items
based on a certain characteristic, which allows only those items
exhibiting that characteristic a chance to be selected; the auditor
cannot project the results because the sample was not representa-
tive of the entire population. As a result, the auditor has no meas-
ure of the rate of error in the population, and the true extent of the
problem remains unknown. Therefore, it is important for the audi-
tor to document the sample selection method used, so a reviewer
can understand if the sample results accurately portray the magni-
tude of any problems identified.

In the file reviewed by Program Review staff for the other school
district, audit documentation provided evidence that the auditor
had performed the required tests at the central office and some of
the required tests on site at eight schools: two high schools, three
middle schools, and three elementary schools. However, at the
school level, there was no documentation that the auditor had per-
formed the required tests of the entry/exit log, the absentee list, or
the withdrawal codes. A Division of School Finance official indi-
cated that the auditor who performed the work did not document
the results of the tests unless errors were found. In this instance, it
is impossible to determine the extent of the auditor’s testing of the
entry/exit log, the absentee list, and the withdrawal codes. Based
on the results of the review of audit documentation files, staff con-
cludes that KDE gains an unreliable assessment of data validity
from the attendance audits. The results of the review of audit
documentation on both school districts are provided in Table 3.6.
The numbers in Table 3.6 refer to the number of line items tested
by the auditor. For example, in District A, High School 1, the
auditor tested 24 late arrivals or early departures from the en-
try/exit log and no absences from the absentee list. Table 3.6 also
discloses the number of schools in the district that were not
audited.
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Table 3.6
Results of Review of Audit Documentation File
(Documentation Included in the Audit File
of the Number of Line Items Tested from School Records)

Central | School School School Signed/

Office | Entry/ | Absentee | Withdrawal | Dated
Tests Exit List Codes by

Log Auditor

District A No

High School 1 24 0 6 No
High School 2 24 5 5 No
High School 3 25 0 7 No
Mid. School 1 24 0 4 No
Elem. School 1 18 15 3 Yes
Elem. School 2 14 15 0 Yes
Elem. School 3 17 15 4 No

Schools not audited = 6

District B Yes

High School 1

High School 2

Mid. School 1

Mid. School 2

Mid. School 3

Elem. School 1

Elem. School 2

(=) el ] [el i) ) fa) f)]
(=) el le] (el i) o) fa) ()]
(=) el ] [el i) ) fa) ()]

Elem. School 3

Schools not audited = 11

Source: Program Review staff’s review of KDE attendance audit documentation.

RECOMMENDATION 3.4

When sampling a school’s attendance records, the auditor
should be required to use a random selection technique so that
the error rate in the overall population can be estimated. When
documenting the results of testing, the auditor should fully de-
scribe the work performed to support significant judgments
and conclusions in the report. The documentation should in-
clude the scope of work, the methodology followed, and any
sampling criteria used. The auditor should sign and date all
audit documentation and include the source of the documenta-
tion, such as a school’s summary reports from its computer
system.
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Methodology Used in Reviewing the Audit Process

To test the effectiveness of the attendance audit process in verify-
ing the accuracy of ADA statistics, Program Review staff selected
for review a random sample of 46 attendance audit reports for the
most recent four-year period: Fiscal Years 1999, 2000, 2001, and
2002. Staff also reviewed the Jefferson County FY 2001 report be-
cause of that district’s large effect on the SEEK calculations. Thus,
staff reviewed a total of 47 attendance audit reports for the four-
year period, representing 26.7 percent of the 176 school districts.
According to KDE records, these 47 district reports covered audits
at 327 schools over the four-year period. Staff also selected two
reports from FY 2002 for a review of the auditors’ documentation
files.

How KDE Uses the Attendance Audit Reports

At the completion of an attendance audit, the report is forwarded
from the Administrative Support Branch to the Audit Branch in the
Division of School Finance. Officials in the Audit Branch review
the report and send it to the district with a request for a corrective
action plan (CAP). The district submits a proposed CAP for review
by Audit Branch personnel. Once the CAP is approved, Audit
Branch personnel from the Division of School Finance central of-
fice perform follow-up procedures—on-site, if considered neces-
sary—to determine whether the plan has been implemented. Once
the central office is satisfied that the problems have been corrected,
the attendance audit is closed. In some instances, school districts
submit corrected attendance statistics.

A district’s CAP may be accepted without a subsequent on-site re-
view of records. As a result, KDE cannot know with certainty that
significant errors in ADA statistics—such as omission of a stu-
dent’s time of late arrival or early departure—have been corrected.
Since the school district may not have another attendance audit for
four years, uncorrected errors will distort the district’s ADA statis-
tics, including the growth factor, for years to come. A follow-up
on-site review of records would determine whether the CAP was
implemented as designed. If the district continues to make the
same type of errors, ADA should be reduced. An example of this
alternative approach to using the results of attendance audits is
provided in Table 3.7.
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Table 3.7
Example of an Alternative Audit Approach

If the auditor initially selected a random sample of 25 from a population
of 100 items on a school’s entry/exit log and found that 10 of those items
did not list the time of late arrival or early departure, the error rate on the
school’s entry/exit log would be projected to be 40 percent:

10 errors + 25 sampled items = 40% error rate

The auditor would conclude that this school has a significant error rate in
its reported attendance statistics for tardies, half-day absences, and full-
day absences. Consistent with recommendation 3.3, each student for
whom the time of late arrival or early departure was not listed should be
counted absent for that day. Thus, the auditor’s initial conclusion would
be that the school’s daily attendance for the initial test period would be
reduced by 40 students:

100 items on the entry/exit log x 40% =
40 student reduction in the initial test period

After the school indicates that it has implemented the CAP, the auditor
could go back to the school and select a follow-up random sample of 25
from items on the entry/exit log since the time the initial sample was
drawn. Suppose the entry/exit log lists an additional 300 items since the
auditor’s first test. If the auditor’s follow-up sample of 25 indicates that
five items did not list the time of late arrival or early departure, the error
rate in this sample is 20 percent:

5 errors + 25 sampled items = 20% error rate

The auditor’s conclusion would be that the school’s daily attendance for
the subsequent period should be reduced by 60 students:

300 items on the entry/exit log x 20% =
60 student reduction in the subsequent test period

In this example, the school’s daily attendance is reduced by 100 students:
40 from the first test and 60 from the follow-up test. The same procedure
should be performed at each school in the district that had significant
errors in initial testing. The sum of the errors at the individual schools
would reduce the district’s ADA. School districts would have an incen-
tive to make sure the attendance clerk at each school monitors comple-
tion of all items on the entry/exit log. KDE would gain more assurance
about the accuracy of ADA statistics used in calculating the SEEK for-
mula.
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Accurate counts of
transported students
and the cost of trans-
porting them are critical
to correctly calculating
the SEEK transporta-
tion add-on.

If a district’s special
transportation ADA is
inaccurate, the trans-
ported ADA for these
students is wrong by a
multiplier of four.

RECOMMENDATION 3.5

KDE should adjust a district’s ADA for significant errors in
reported statistics noted in the initial audit of school records.
In addition, KDE should require a follow-up on-site review of
the school’s records to determine whether the corrective action
plan was implemented in the year of audit. When follow-up
testing indicates that a school continues to have significant er-
rors in reported statistics, ADA should be further adjusted.

Errors in ADA can have a significant effect on both the basic
SEEK calculation and the additional transportation calculation. As
noted earlier in this chapter, if FY 2002 statewide ADA were over-
stated or understated by one percent, the effect on SEEK funding
would have been $19.5 million.

Transportation Attendance and Cost Information

Accurate counts of transported students and the cost of transport-
ing them are critical to correctly calculating the SEEK transporta-
tion add-on. Transportation makes up approximately 10 percent of
the total SEEK funding to school districts. However, districts make
errors, and KDE does not adequately verify the accuracy of infor-
mation used in the calculation. KRS 157.370 requires that the
SEEK funding formula reimburse school districts for transporta-
tion costs and 702 KAR 5:020 provides the calculation method.

Importance of Accurate Transportation
Information to the SEEK Funding Formula

If a district has errors in its overall ADA, those errors are carried
over to the transported student ADA and the transportation growth
factor. Since attendance audits are conducted only about every four
years at a district and not at every school in the district, the level of
assurance KDE obtains from these audits is questionable.

A district qualifies for transportation funding for its transported stu-
dent ADA and for add-on funding of four times the ADA for special
transportation students. As a result, if a district’s special transporta-
tion ADA is inaccurate, the transported ADA for these students is
wrong by a multiplier of four.

As noted in staff’s review of attendance audit reports, 18 percent of
schools in the sample had errors in their special transportation codes.
By far, the most frequent error made by the schools was assigning
children the special transportation code (T-5) without the need for
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special transportation being specified in their individual education
programs. The 18 percent of schools with incorrect T-5 codes was
spread across 21 of the 47 districts tested, for a district-level error
rate of 44.7 percent. In Jefferson County, 32.2 percent of the audited
schools had incorrect T-5 codes.

ADA errors can be significant to the statewide transportation com-
ponent of SEEK. Jefferson County, in particular, has a large impact
on the transportation model. For example, in FY 2001, the year of
Jefferson County’s attendance audit, it was found that an overcount
of 16,000 in the number of transported pupils resulted in $6.5 million
in excess transportation payments to the district. However, because
of Jefferson County’s effect on the normalized costs for all districts,
its overcount of transported students meant that all other county dis-
tricts were paid approximately $0.5 million less in total than they
otherwise would have been paid. This particular error has been cor-
rected through a prior-year adjustment.

Errors in eligible transportation costs or in transported ADA statistics
can have a significant impact on the state’s budget. In FY 2002, the
SEEK transportation component was $193.5 million, representing
over 10 percent of total SEEK payments. The transportation growth
factor alone was $4.8 million, based on a reported 2.5 percent in-
crease in the number of transported students.

Sources of Transportation Information

The Division of School Finance calculates the transportation add-on
component of the SEEK funding formula. Thus, the Division of
School Finance is responsible for verifying the validity of the data
underlying the calculations.

The information needed for calculating the SEEK transportation
component is obtained from the school districts and from the KDE
Division of Pupil Transportation. Information obtained from the
school districts is as follows:

e The gross transported ADA (total ADA of students transported
by the district’s buses);

e The “handicapped factor” (ADA of special needs children who
are transported);

e The non-SEEK ADA (ADA of transported students who do not
qualify under SEEK, such as underage or overage students,
students from another district that attend the district’s schools
and for whom the district of residence has not signed a con-
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A school district’s gross

transportation costs and
reimbursements are re-
ported in its Annual Fi-
nancial Report.

tract, and students attending non-public schools who are trans-
ported on the district’s buses);

e Current gross transportation costs (total money spent by a dis-
trict for student transportation); and

e Reimbursements of transportation costs (reimbursements from
federal, state, and local sources, including rental of buses).

Information obtained from the KDE Division of Pupil Transporta-
tion is as follows:

e Bus purchases (amount spent for new buses to replace old
buses taken out of service), and

e Depreciation (the expense related to the decline in the value of a
bus over its useful life).

Average daily attendance statistics (including the handicapped factor
and non-SEEK ADA) are obtained from the prior-year Superinten-
dent’s Annual Attendance Report. The growth factor is obtained
from each district’s current-year growth factor report.

School districts receive SEEK transportation payments that can be
more or less than they actually spend, depending on whether their
costs are less than or greater than the norm for similar districts. A
school district’s gross transportation costs and reimbursements re-
ceived are reported in the district’s Annual Financial Report (AFR).
Eligible expenses included in current gross transportation costs in-
clude costs of supervision, bus driving, bus monitoring, vehicle
service and maintenance (including fuel), and staff development.

Districts may pay cash for buses or may finance their bus purchases
through the Kentucky Interlocal School Transportation Association
(KISTA), which was formed in 1990 to help school districts collec-
tively pool their efforts and arrange short-term, tax-exempt financing
to purchase new school buses. Payments for bus purchases and bond
payments to KISTA are recorded in the AFR but these costs are not
included in current gross transportation costs when calculating the
SEEK transportation component. Instead, the cost is depreciated (al-
located to current cost) over the estimated useful lives of the buses in
accordance with the requirements in 702 KAR 5:020. The regulation
requires school buses to be depreciated over a period of 14 years at
specified rates that result in districts being allowed to recover 124
percent of the cost of buses still in use through the fourteenth year.
According to a KDE official, the method of allocating additional de-
preciation cost is designed to reward school districts that properly
maintain their buses. However, the method may penalize school dis-
tricts that have difficult driving conditions and whose buses wear out
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more quickly as a result. The depreciation schedule is depicted in
Table 3.8.

Table 3.8
School Bus Depreciation Schedule

Year of Depreciation Pct. of Depreciation per Year

1to2 12%
3to8 10%
9to 10 8%
11 to 14 6%
Total 124%

Source: 702 KAR 5:020.

The Division of Pupil Transportation maintains the bus inventory
and calculates the total annual depreciation expense used in the
SEEK transportation calculation. School districts purchase buses un-
der a state price contract awarded by the Finance and Administration
Cabinet. The KDE Division of Pupil Transportation sends the ap-
proved contract prices and bus specifications to the school superin-
tendents.

Buses are purchased under state price contract. The Division of
Pupil Transportation orders the buses from authorizing documen-
tation submitted by school districts. Division personnel confirm
with the districts all information received electronically from the
seller on the vehicle identification numbers and the number, types,
and prices of buses purchased. The information is entered into a
KDE system that calculates depreciation on the buses as shown in
Table 3.8. The depreciation amount is added to current transporta-
tion costs to calculate the total amount of transportation costs that
may be reimbursed to school districts.

KDE’s process for determining the accuracy of attendance statis-
tics, and the problems noted in the process, have already been dis-
cussed and have been judged inadequate. This section of the report
focuses on KDE’s process for determining the accuracy of trans-
portation costs. The procedures KDE uses to determine whether
the cost information used in the formula is complete and accurate
include requiring school districts to use standardized accounting
software and reviewing audited financial statements received from
school districts. However, these procedures provide insufficient
assurance about the accuracy of information reported by the school
districts.
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Districts’ Use of Standardized Accounting Software

A Division of School Finance official states that all districts except
Jefferson County have been using the standardized MUNIS ac-
counting system for about five years. This official states that Jef-
ferson County will start using the MUNIS system in either FY
2004 or FY 2005. The MUNIS system provides a uniform chart of
accounts and a detailed instructional manual to help ensure that
school districts assign the correct code to each transaction. KDE
has provided training to the school districts on using the MUNIS
system.

The MUNIS system generates the Annual Financial Report (AFR),
which is transmitted electronically to KDE. The AFR provides in-
formation on both current transportation costs and bus purchases,
including payments to KISTA for financed bus purchases. Eligible
transportation costs include current costs less bus purchases plus
depreciation expense.

School districts sometimes charge costs to the transportation ac-
counts that are not eligible for SEEK reimbursement. Ineligible
costs include the cost of field trips and the cost of salaries charged
100 percent to transportation when the school transportation offi-
cials have other unrelated duties that should be charged to other
accounts. Since the FY 2002 transportation add-on was over 10
percent of total statewide SEEK funding, inaccurate coding of
transportation costs can have a significant effect on the accuracy of
KDE’s calculations.

Review of Districts’ Audited Financial Statements

The Division of School Finance reviews each district’s annual
audited financial statements to identify and investigate significant
differences from amounts reported in the AFR. The CPA firms
performing these audits are not required by KDE to test specific
charges to current transportation costs. A Division official states
that such a requirement would increase the cost of the audit to a
district. The audit of a district’s financial statements is designed to
determine whether those financial statements are accurate in their
overall presentation. Such an audit would not be designed specifi-
cally to detect incorrect coding of transportation costs. As a result,
the Division’s comparison of AFR transportation costs to those in
the audited financial statements provides little or no assurance that
the AFR includes only eligible costs.
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To obtain an acceptable level of assurance that transportation costs
are correctly reported, KDE should require its auditors to review
charges to transportation accounts and reimbursements received by
school districts. Consistent with recommendation 3.1, the audit ap-
proach should consider the effect of significant error in the per-
pupil transportation funding amount and should tailor audit proce-
dures accordingly. The approach should identify districts with high
transportation costs that can have a significant effect on the state-
wide SEEK transportation component.

An audit approach focused on the effect of significant error in the
per-pupil transportation funding amount would increase the audit
emphasis on school districts with high transportation costs. For ex-
ample, in the FY 2002 SEEK calculation, the five school districts
that accounted for over 25 percent of statewide adjusted ADA plus
growth also accounted for 24 percent of the statewide transporta-
tion add-on funding: Boone County, Fayette County, Hardin
County, Jefferson County, and Kenton County. With the addition
of Daviess County, these six school districts accounted for 26 per-
cent of the FY 2002 transportation add-on. Jefferson County alone
accounted for over 13 percent of the total. A risk-based audit ap-
proach would consider the risk that errors in transportation atten-
dance statistics and transportation costs for these districts could
result in significant cumulative errors in the statewide funding
amount.

RECOMMENDATION 3.6

KDE auditors should be required to review charges to trans-
portation accounts and reimbursements received. Consistent
with recommendation 3.1, the audit approach should consider
the risk of significant error in the per-pupil transportation
funding amount and should tailor audit procedures accord-
ingly. The approach should identify districts with high trans-
portation costs that can have a significant effect on the state-
wide SEEK transportation component.

Validity of Information Used in the SEEK Calculation

KDE receives some information in paper form that must be entered
into an electronic system by hand. Other information is received
electronically, but must be converted to a form that the system can
read and act upon. Information from some systems must be elec-
tronically copied and transferred to other systems for additional
processing. At almost any point in the process, human error can,
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and sometimes does, result in incorrect calculations that affect the
published SEEK dollar amounts.

For example, in the tentative SEEK transportation calculation for
FY 2003, bus purchase information was incorrectly copied and
transferred from one source to another. This error resulted in a $7.4
million error.’” When the error was used in the transportation
model, the tentative SEEK transportation calculation was over-
stated by $8.9 million.

Both the incorrect and correct calculations are illustrated in Table

3.9.
Table 3.9
Error in FY 2003 Tentative SEEK Transportation Calculation
Column 1 Column 2 Column 3 Column 4 Col. 1+ Col. 2 +
Col. 2 + Col. 3 +
Total Col. 3 Col. 4
Reimburse- Bus Bus Payments
ment Purchase Purchase to Incorrect Correct
Received Costs Costs KISTA Calculation | Calculation
$29M $5.5M $20.1 M $10.3 M $28.5 M $35.9M

Source: Calculation by Program Review staff using data supplied by KDE.

The error in the tentative transportation cost allocation for FY 2003
has since been corrected by KDE. Nevertheless, it illustrates the
potential for significant errors in the calculations at many points in
the system. This error might have been prevented if calculations
were reviewed before being released.

RECOMMENDATION 3.7

KDE should assign a knowledgeable employee not involved in
the SEEK calculations to review the work of employees who
perform the calculations. Such a review could help identify and
correct errors before the tentative and final calculations are
released to school districts.

> Program Review staff discovered this error during the course of this study.
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Pulling the Data Together

Recall that the three branches in the Division of School Finance
have only 23 employees. The branch that calculates SEEK has
only seven employees who are charged with numerous technical
responsibilities, some of which are unrelated to SEEK. Regarding
the SAS program used in calculating the transportation component
of SEEK, KDE officials have indicated that no one in the Division
of School Finance understands the SAS program codes. Given that
SEEK distributes over 25 percent of the General Fund budget,
more attention needs to be paid to the processes and the technical
expertise of the people performing the calculations. In particular,
KDE should move swiftly to automate and integrate the processes
used to calculate SEEK payments.

The remainder of this chapter shows how the various sources of
information are used in KDE systems to produce the SEEK calcu-
lations. The number of data sources and the complexity of the pro-
cess make it susceptible to error. A small error in SEEK can have
multi-million dollar consequences for the state budget and local
school districts.

Many data inputs to the SEEK formula require manual intervention
to transfer them from one system to another. Generally, the transfer
is done through a desktop computer process referred to as “copy
and paste” in which columns are copied from one file and then
pasted (or transferred) into another file. The receiving file may
then provide data inputs to another system. The drawback to this
type of system is that each copy and paste operation is subject to
human error, and a single error can be carried forward as calcula-
tions made in one step are used in the next.

Even the best people make mistakes. As noted previously in this
chapter, in the tentative SEEK transportation calculation for FY
2003, bus purchase information was incorrectly copied and pasted
from one source to another. This simple human error produced a
$7.4 million data error, which ultimately resulted in an $8.9 mil-
lion error in the tentative SEEK transportation calculation. The er-
ror has since been corrected. However, it demonstrates the reality
of human error and the need for independent verification of calcu-
lations in such a complex system.

Figure 3.C provides a graphic overview of the many reports and
systems behind the data that flow into the SEEK calculation. Given
the complexity of the system, an attempt is made to briefly summa-
rize the process.
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Figure 3.C
Reports, Systems, and Processes Behind the SEEK Bulletin
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The Attendance System, g in the figure, provides SEEK with aver-
age daily attendance (ADA), home and hospital ADA, transported
pupils ADA, and growth factor (overall and transportation). The
data that flow into the Attendance System are submitted electroni-
cally by each district through a feature available in the district-
level STI software module. Two distinct reports are submitted in
this fashion—the Superintendent’s Annual Attendance Report
(SAAR) and the Second Month Growth Factor Report, which pro-
vides the percentage change in ADA for the first two months of the
current year compared to the same period of the prior year.

The Tax Certification System, # in the figure, provides the value of
current-year assessments and levied equivalent rate. The current-
year assessment for the 2002 SEEK formula was the local assess-
ment as of January 1, 2001. The data arrive in electronic form be-
ginning in July from the Revenue Cabinet. The data behind the
levied equivalent rate include assessment, prior-year revenues, and
tax rates levied. The preliminary source of the data is each dis-
trict’s Annual Financial Report (AFR), subject to revisions based
on financial audits that are performed by October.

The Annual Financial Report also provides data through the
Budget System § on the expenditures by districts for transporta-
tion. This information, combined with data on transported students
from the Attendance System | and depreciation from the state-
maintained Bus Inventory System @ , is used to calculate each dis-
trict’s transportation costs. The data from these three systems are
extracted and saved into three separate database files. [§ This stage
of manual data handling is where the $8.9 million error in tentative
transportation costs, noted earlier in this chapter, was generated.

The transportation cost files are combined into two separate input
files (one for county districts, one for independent districts), which
are used in a SAS nonlinear regression model. [§ SAS is a statisti-
cal software program that has predefined procedures to facilitate
advanced analysis, including fitting lines to observed data points.
In this case, SAS is used to fit a curved line on a graph of trans-
ported students per square mile and transportation cost per trans-
ported student. This process is done separately for county and in-
dependent districts. The line that best fits the districts’ values is
used to determine the allowable transportation cost per transported
student for each district.

The two add-ons other than transportation are for exceptional and

at-risk students. The exceptional children numbers for the districts
come from a December 1 headcount. f The December 1 count is a
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federal reporting requirement; the SEEK count is based on the
same number. The three major categories of exceptionality are
based on 14 conditions. The Division of Exceptional Children pro-
vides the data. On the other hand, at-risk ADA 1is an eight-month
average of those eligible for the free lunch program. (The month of
December is excluded from the average.) E The data are provided
by the Division of School and Community Nutrition.

RECOMMENDATION 3.8

KDE should give top priority to developing an automated and
integrated system that provides for on-line, real-time updating
of files. Staff should be able to produce ad hoc reports on de-
mand, providing a current global view of SEEK that would
help identify errors. Staff who perform calculations should re-
ceive training to ensure they understand how the overall sys-
tem works.
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FY 2002 SEEK was

originally over-funded,
however, it was not fully
funded after a budget
reduction. The Gover-
nor’s Spending Plan for
FY 2003 also does not
fully fund SEEK based
on preliminary esti-
mates.

CHAPTER 4

BUDGET REDUCTIONS, INCREASED STUDENT
COUNTS, AND NOT INCORPORATING INCREASED
TRANSPORTATION COSTS INTO PROJECTIONS LED
TO RECENT UNDER-FUNDING OF SEEK

This chapter examines the circumstances surrounding SEEK
funding for fiscal year (FY) 2002 and FY 2003. In FY 2002,
SEEK was originally over-funded. The first round of budget re-
ductions, however, caused it to fall short of full funding once final
calculations were made. In the current fiscal year (FY 2003), pre-
liminary estimates indicate that the Governor’s Spending Plan does
not fully fund SEEK®.

Understanding what happened requires a knowledge of the budget
process used for SEEK as well as an understanding of why SEEK
projections seem to be a moving target subject to revision. The first
part of this chapter covers these issues, and the latter part presents
specific information regarding FY 2002 and FY 2003.

After a review of the timing and composition of the different ver-
sions of SEEK estimates, the major conclusions are:

e Since the inception of SEEK, projecting assessments and
student counts, both of which have a great impact on the
SEEK calculation, has been difficult.

e The amount of funding distributed by the SEEK formula is
large enough that small percentage errors in projections can
equate to tens of millions of General Fund dollars.

e A ten-year trend of declining student counts has reversed
slightly, leading to recent under-projections.

e A $50 million budget reduction in early FY 2002 was par-
tially restored in December 2001 based on available cost

% The General Assembly has not enacted a budget for the Executive Branch for
FY 2003 or FY 2004 at the time of this writing. The Governor implemented a
Spending Plan for FY 2003 and information presented in this chapter for FY
2003 is from that plan.
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estimates. The final calculation in February 2002, however,
revealed SEEK to be under-funded by $12.9 million be-
cause of increased student counts.

e Executive Branch adjustments to KDE’s FY 2003 budget
projections for student counts and assessments contributed
to the short-funding of SEEK in FY 2003.

e Updated information available from the FY 2002 Final
SEEK calculation of February 2002 showed further in-
creases in transportation costs and student counts, but was
not incorporated into the versions of the budgets considered
by the General Assembly or the subsequent Governor’s
Spending Plan.

Budgeting for SEEK

It should first be understood that although SEEK is funded through
a formula, it is not an entitlement. In other words, if the formula
determines a total amount that is greater than what has been appro-
priated for SEEK, each district’s allotment has to be adjusted
downward, unless the district is receiving hold harmless dollars.
This does not mean that total state funding for SEEK is less. It
does mean that average funding per pupil is less. To ensure that
SEEK is fully-funded in the final calculation, either projections
must be accurate or there must be enough of a cushion built into
them to account for projection error.

The formulation of the Budget of the Commonwealth begins with
each cabinet’s submission of its Agency Budget Request by No-
vember of the year preceding an even year regular session. For
budgeting purposes, the Kentucky Department of Education has
cabinet-level status. The requests are received by the Governor and
General Assembly. The Governor and his or her staff use this in-
formation to produce a Recommended Budget that must fall within
resource limitations set by the Concensus Revenue Forecast. The
Recommendation is submitted to the General Assembly in late
January of the even-year regular session. The General Assembly
then works toward passage of a Budget which, when signed by the
governor, becomes the Enacted Budget. In the 2002 regular ses-
sion, a budget was not passed by the General Assembly, so FY
2003 dollars are being expended as specified in the Governor’s
Spending Plan.
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In order to provide specific dollar amounts for SEEK in the bien-
nial budget, the Kentucky Department of Education (KDE), the
Governor’s Office of Policy and Management (GOPM), and the
Revenue Cabinet project figures for the district-level input vari-
ables for each of the upcoming two years of the biennium. These
projections, along with the statewide variables (Guaranteed Base
per Pupil and Equalization Level), determine total SEEK dollars
appropriated. As covered in Chapter 1, Guaranteed Base per Pupil
is set in the budget and is the minimum amount of resources (both
state and local) to be provided for each student. Equalization Level
is calculated by taking 150 percent of the projected statewide aver-
age assessment divided by the total number of pupils projected in
SEEK for each year of the biennium. The figure used in the budget
is the average of the two years.

Given that the amount distributed by the SEEK formula represents
over 25 percent of the General Fund, constrained resources may
become a factor. In times when the total funding based on the for-
mula is more than what is available, the SEEK formula cannot be
fully funded. The SEEK formula has been consistently fully funded
based on projections made at the time of biennial budget formula-
tion.

In addition to the calculations performed during the Biennial
Budget process, three official SEEK calculations, or bulletins, are
released at different times by KDE:

e Forecast SEEK is released to aid the districts in formulating
their draft budgets;

e Tentative SEEK is released to incorporate actual district-level
input data except for the actual growth factor variables; and

¢ Final SEEK is released once all figures are final.

When the process is complete, it may be determined that the bien-
nial budget appropriation that was originally categorized as fully
funding SEEK may be more or less than the amount required to
fully fund the Final SEEK calculation. If Final SEEK is over-
funded, the extra amount may be directed to other areas as speci-
fied by the General Assembly. If Final SEEK is under-funded,
KDE must reduce each district’s allocation by the same percent-
age, so that total State SEEK dollars equal the amount appropri-
ated.
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Recommendation

Enacted
Budget

Figure 4.A displays the sequence of budget formulation and offi-
cial SEEK calculations, using an example of a hypothetical FY
2002. In this example, FY 2002 is referred to as the “out year” of
the biennium in that it is the latter of the two years for which the
budget is being formulated. For any year, SEEK calculations first
appear as part of the Agency Biennial Budget Request issued prior
to the even-year regular session. In this case, the request for FY
2002 was issued in November 1999.

Figure 4.A
Typical Time Line of Budgeting and Reporting
Hypothetical FY 2002 Time Frame

Budgeting &
Reporting Times

Tentative Final
Forecast SEEK SEEK
Bulletin Bulletin

Nov. Jan. Dec. Sep. May
®
| I Jan. [ Jan. Jan.
2000 2001 2002

Source: Compiled by Program Review staff based on interviews with KDE, GOPM, and LRC Budget Review staff.

KDE submits its budget
request by the Novem-
ber prior to the even-
year regular session.
The SEEK funding re-
quest is based on pro-
jections of district-level
variables.

The most critical pro-
jected variables are
Funded ADA and As-
sessments.

KDE Agency Request

All agencies submit their budget request by the November prior to
the even-year regular session. The KDE request for SEEK funding
is based on projections of district-level variables combined with
two statewide variables.

Each of the projected district-level variables differ in the effect that
they have on state SEEK funding. Table 4.1 shows the impact on
State SEEK funding resulting from a one percent change in each of
the key district-level input variables.

The most critical projected variables that affect State SEEK dollars
are Funded ADA, which includes the Growth Factor, and Assess-
ments. Slight changes in these equate to millions of dollars of
changes to the General Fund.
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Input

Variables

Table 4.1

Sensitivity of State SEEK Dollars
to One Percent Increase in Input Variables
Using 2002 Fully Funded Final SEEK Figures

1% Increase Effect on
Amount State SEEK

Assessments
Funded ADA
At-risk

Exceptional Students

Home & Hospital

Transportation

$1.9 billion  $6.6 million decline (0.3%)
5,693  $19.5 million increase (1.0%)
2,489  $1.2 million increase (0.1%)

847  $2.9 million increase (0.2%)

16 $48,000 increase (0.0%)

$1.9 million  $1.9 million increase (0.1%)

Source: Program Review staff analysis of SEEK formula.

" Three-year trend lines  Table 4.2 lists each of the district-level input variables and their
are commonly used to usual means of projection. For most district-level variables, a sim-
project each district’s ple three-year trend is used to project the two years of the bien-
input variables, such as nium. The agency may vary from this method if trends are known
attendance, special- to be changing. For example, if a trend is known to be flattening or
needs students, trans- reversing, the agency may switch to carrying forward the current-
portation costs, and as- year figure.
sessments.

Projection Method for District-level SEEK Input Variables

District-level Variable

Agency’s method of projection *

Prior-year average daily attendance (ADA)

Two-month ADA

At-risk students
Exceptional needs students
Home & hospital students
Transportation costs
Levied equivalent rate

Assessments

* “Three-year trend” means that a trend line is fit to the most recent actual three years of data using

Three-year trend
Three-year trend
Three-year trend
Three-year trend
Current-year number carried forward
Three-year trend
Current-year number carried forward

Three-year trend adjusted for unusual
changes such as addition of unmined
coal and exemption of inventory in tran-
sit. Resulting projection is pro-rata ad-
justed so the total matches Revenue

Cabinet projections.

an Excel spreadsheet function. The line is used to project the two years of the biennium.

Source: Compiled by Program Review staff from interviews with KDE staff.
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Each district’s projected
assessments are ad-
justed so that total
statewide assessments
match Revenue Cabinet
projections.

The equalization level is
derived from the dis-
trict-level projections of
Assessments and
Funded ADA.

Guaranteed base per
pupil is set so that
SEEK totals fall within
given constraints.

The percent change in
guaranteed base per
pupil may determine the
pay raises received by
teachers. Beginning in
FY 2005, teachers’ pay
raises will be at least
equal to that of state
government employees
and will set a lower
bound for Base SEEK
funding.

Note that current-year figures are carried forward for home and
hospital student counts, and for levied equivalent rate. Home and
hospital counts are fairly flat and do not represent a significant
share of SEEK dollars. The projected levied equivalent rate affects
SEEK dollars only if it is less than the full Tier I rate. Currently,
only eight districts fall below full Tier I.

Assessments represent a key part of the projection. They too are
projected using a three-year trend; however, the resulting total is
forced to match Revenue Cabinet projections of assessments. This
is done using a pro-rata adjustment. For example, if the Revenue
Cabinet projection is 0.5 percent less than the KDE three-year
trend projection, KDE will reduce the projected value of each dis-
trict by 0.5 percent to yield the same total.

Once the district-level variables are projected, the two statewide
variables, equalization level and guaranteed base per pupil, can be
determined. The equalization level, which affects state Tier I and
Facilities Support Program of Kentucky (FSPK) dollars, is derived
from statewide totals of projected assessments and projected stu-
dents. The equalization level is 150 percent of the statewide total
assessments divided by number of pupils (Funded ADA).

The remaining variable, statewide guaranteed base per pupil, is the
figure that the agency must set in order for the SEEK formula to
provide totals that fall within constraints set by the budget instruc-
tions approved by the Legislative Research Commission. If the re-
sulting aggregate request is greater than guidelines set in the
budget instructions, the agency identifies the additional amount as
an Additional Budget Request item.

It should be noted that the guaranteed base per pupil may affect the
pay raises that teachers receive. Prior to the 2002 Regular Session,
KRS 157.420 specified that the percent change in teacher pay for
any given year is the lesser of the percent change in the Consumer
Price Index or the percent change in guaranteed base per pupil.
House Bill 402 of the 2002 Regular Session, enacted and signed
into law, specifies that beginning with the 2004-2006 biennium
(FY 2005), teachers will receive a raise at least equal to state gov-
ernment workers, and that Base SEEK dollars shall be increased
by the statewide dollar value of the annual required cost-of-living
percentage increase applied to the sum of the previous year’s
statewide teachers’ salaries. With this change, teachers’ pay raises
will be determined outside of the SEEK formula and the selected
percentage increase for salaries will set a lower bound for increases
in SEEK funding.
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The Governor’s Rec-
ommended Budget is
submitted to the Gen-
eral Assembly in the lat-
ter part of January of
the even-year regular
session.

Prior to the current bi-

ennium, the Executive
Branch has used KDE’s
district-level projections
in formulating its rec-
ommended budget.

The FB 2002-2004 rec-

ommendation modified
Funded ADA and as-
sessments. Language in
the recommendation
reflected this change in
approach.

The effect of changing

projections was to re-
duce the state cost for
any given guaranteed
base amount.

Governor’s Recommendation

After the submission of the KDE Agency Request, the Governor
formulates the Recommended Budget for the entire branch, which
is submitted to the General Assembly in the latter part of January
of the even-year regular session. In the case of FY 2002, this sub-
mission was in January 2000.

The cabinets submit budgets individually under the guidelines of
the Budget Instructions. The Executive Branch has the benefit of a
more comprehensive allocation of resources across agencies, but is
subject to restrictions imposed by the official revenue estimates, as
opposed to the Budget Instructions. In the process of allocating
General Fund resources, the Governor’s Recommendation may
change the amount of SEEK funding.

Prior to the current biennium, the Governor’s Recommendation
has almost always used the district-level projections from KDE’s
Agency Request, with any change in SEEK funding reflected in
the guaranteed base per pupil. In fiscal biennium (FB) 1998-2000,
the recommendation did increase assessments slightly over the
amount in the Agency Request due to the availability of more cur-
rent information.

The FB 2002-2004 Budget Recommendation submitted to the
General Assembly in the 2002 Regular Session represented the
first time that changes were made to KDE’s Agency Request pro-
jections for Funded ADA and assessments. Standard language in
prior budget recommendations was:

The proposed budget is sufficient to accommodate
the Department of Education’s projected number of
pupils in average daily attendance . . . .

The language in the most recent recommendation (FB 2002-2004)
was:

The proposed budget incorporates a consensus es-
timate reached by the Kentucky Department of
Education and the Office of State Budget Director
as to the number of pupils in average daily atten-
dance . . ..
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Typically, the General

Assembly adjusts only
the statewide guaran-
teed base per pupil.

The Budget Bill speci-

fies the guaranteed base
per pupil and the
equalization level.

The amount that each
district receives depends
on the actual values of
its SEEK input vari-
ables such as ADA and
assessments.

Because the Governor’s Recommendation adjusted Funded ADA
downward and assessments upward, the effect was to reduce the
state cost for any given guaranteed base amount. The projections
call for funding per student and the higher assessments increase the
thirty cent required local effort, which reduces the state’s share of
adjusted base guarantee.

Enacted Budget

Typically, the district-level projections underlying the Governor’s
Recommendation are not adjusted during the General Assembly’s
markup of the budget. However, in FB 2000-2002, a technical
amendment subsequent to submission of the Governor’s Recom-
mendation increased projected assessments, which lowered state
SEEK dollars. The technical amendment also increased projected
ADA upward by approximately 1,000 students in each year of the
biennium.

The statewide guaranteed base per pupil is usually the one figure
that might be changed during the General Assembly’s markup of
the budget. Usually an upward adjustment is made when additional
resources are identified. For example, in the 2002 Regular Session,
the Governor’s Recommended Budget had a guaranteed base per
pupil of $3,066, unchanged from the prior year, as requested by
KDE. During the General Assembly’s deliberation of the budget,
one scenario included a 2.7 percent increase in guaranteed base
per pupil to $3,149. This version, with the 2.7 percent increase,
was introduced as House Bill 1 in the 2002 1** Extraordinary
Session and is the basis for the Governor’s Spending Plan.

All versions of the budget bill explicitly state the guaranteed base
per pupil for each year of the biennium, the equalization level for
the biennium, and the dollars appropriated for SEEK in each year
of the biennium.

Time Frames of Actual SEEK Inputs

Once the guaranteed base and equalization level are set in the
budget, the amount that each district receives is entirely dependent
on the actual values of the district-level variables. Figure 4.B
augments the previous Figure 4.A by adding gray bars at the bot-
tom to indicate the time periods of the actual inputs to the FY 2002
SEEK formula. Note that the actual data related to a given input
cannot be available until some point after the end of the given gray
bar (the time period it covers).
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As can be seen in Figure 4.B, at the time that Forecast SEEK is
released in December 2000, little or no actual data is available. The
input values used represent projections made in the same fashion
as that used for the Agency Request, although with more updated
figures when available. Also, prior to release of Forecast SEEK,
KDE sends each district the historical and projected values used in
its calculation and asks for any revisions that the district views as
warranted. When all input is received, the Forecast is run and pro-
vided to the districts to use in formulating their Draft Budgets.

Figure 4.B
Time Frame of Actual Data Inputs
Relative to Budgeting and Reporting Times
Hypothetical FY 2002 Time Frame

Budgeting &
Reporting Times

Agency Request

Branch
~, Recommenda

Enacted
Budget

Tentative
SEEK

Final
SEEK
Bulletin

Bulletin

| | Jan. | Jan. i Jan. I

2000 2001 2002
December 1, 2000 Exceptional Child Count
O

2001 Eight Month Average of Free Lunch Recipients
(exludes December) — Used as Indicator of At Risk Students

I First 2
Months ADA
Time Period of 2001 Average Daily Attendance Including Transported ~ Overall and
Actual Data Inputs Students and Home & Hospital Students Transported
2001 Transportation Costs
2002
Levied
2001 Assessments Rates

Source: Compiled by Program Review staff based on interviews with KDE, GOPM, and LRC Budget Review staff.

The next official SEEK calculation is the Tentative SEEK Bulletin
released in late August or September 2001. This is the first re-
leased calculation that includes actual, or real, input data. This data
includes prior year ADA (overall and transported students), excep-
tional child counts, at-risk counts, transportation costs, and current



Legislative Research Commission Chapter 4

Program Review and Investigations

Tentative SEEK is re-

leased in late August or
September.

Final SEEK is generally

done around May, be-
fore the end of the fiscal
year.

year assessments for a majority of districts. Tentative SEEK does
not include any actual growth factor adjustments, either overall or
for transported pupils.

Levied equivalent rates are also not actual values, but the overall
effect is not significant because this calculation only affects the
eight districts that are not full Tier I. Also, the amount used for
Tier I calculation is the lower of base year and current year levied
equivalent rate, and since levied equivalent rates generally go up if
they change at all, the base year rate will usually apply.

Tentative SEEK is released in late August or September. The black
bar in Figure 4.B, representing a hypothetical FY 2002, illustrates
that the school year is already underway before the earliest date
that Tentative SEEK could be released. Monthly SEEK payments
to districts for July and August are always based on the Forecast
SEEK amount divided by 12.

After the Tentative SEEK Bulletin is released, the payments al-
ready made are subtracted from the newly calculated amount, and
the remainder is divided by the number of remaining months to
determine the new monthly payment.

There may be other Tentative SEEK calculations subsequent to the
release of the Tentative SEEK Bulletin. These are not officially
published, but may be shared with individuals involved with prepa-
ration of the budget in order to have available the most current in-
formation.

Final SEEK is generally done around May, before the end of the
fiscal year. It includes Funded ADA, which reflects prior year
ADA plus actual Growth Factor. Calculated transportation is also
adjusted to provide growing districts with additional funding. The
data also reflects any corrections to prior inputs and it includes a
nearly complete set of current year assessments. Some counties
consistently miss the deadline for assessments. Districts that sub-
mit assessments after the release of the Final SEEK Bulletin are
adjusted in the following year.

It should be noted that the different SEEK calculations presented
are for only one year (2002) spread over several years. At the same
time that some of these versions are being done, the same area
within KDE is certifying tax rates and calculating SEEK for an-
other year. For instance, Forecast SEEK for 2002 that goes out in
December 2000 is done soon after Tentative SEEK has been dis-
tributed for 2001. Tentative SEEK for 2002 may be released
shortly after the completion of the tax rate certification process,
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which is also very data intensive. As noted in Figure 4.C, Tenta-
tive SEEK for 2002 may be due about the same time that the next
biennial budget formulation cycle is beginning.

Figure 4.C
Time Frame of Actual Data Inputs
Relative to Budgeting and Reporting Times Regular Sessions 2000 and 2002
Hypothetical FY 2002 Time Frame

Budgeting & T T —
Reporting Times C___ Agency Request (~

. A
- LI

8

-

Agency Request
2 Branch

Recommendation

— ~
— Branch )

™ Rcr(:cJ:mnt'—njt'intJ_t;y_“_ S~

\ . — Y

\ — T(' Enacted A

. Budget
4

1 |
Tentative || Final
! SEEK || || SEEK
Bulletin \ | Bulletin
!I |
i

Nov.| Jan] AP
Nov Jan

) . ! Dec. Sep. ! May
o -w .
I I Jan. I Jan. Jan.

2000 2001 2002

Enacted
Budget

Source: Compiled by Program Review staff based on interviews with KDE, GOPM, and LRC Budget Review staff.

Issues Related to SEEK Funding for FY 2002 and FY 2003

The SEEK formula al- Since the SEEK formula allocates over 25 percent of the General
locates over 25 percent Fund, it is to be expected that significant revenue shortfalls may
of the General Fund, so have an impact on SEEK funding. In FY 2002, SEEK was origi-
signifcant revenue nally over-funded but the first round of budget reductions resulted
shortfalls are likely to in less than full funding once final calculations were made. In FY
affect the formula. 2003, preliminary estimates indicate that the Governor’s Spending

Plan does not fully fund SEEK. A detailed discussion follows.

The following presents a synopsis of events related to recent prob-
lems and confusion regarding the funding of SEEK.

e SEEK had been over-funded in the three years prior to FY
2002. This means that the Final SEEK calculation required
fewer dollars than what had been appropriated originally.

e The amount of SEEK Base Funding was increased in FY
2001 because the original appropriation was found to be
over-funding the formula by $37 million.

e KDE calculated Tentative SEEK for FY 2002 on August
31, 2001.
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SEEK had been over-

funded in the three
years preceding FY
2002. The greatest
amount was $61.7 mil-
lion in FY 2000, repre-
senting 3.4 percent of
the Final SEEK total.

e In early September 2001, the SEEK FY 2002 budget was
reduced by $50 million in the first Budget Reduction Order
issued by the Governor for that fiscal year. Tentative SEEK
was under-funded by $8 million.

e Figures underlying the Agency Requested Budget for FY
2003, prepared in November 2001, do not fully reflect in-
creased transportation costs observed in the Tentative
SEEK calculation.

e §$15.9 million dollars was restored to the SEEK budget in
late December 2001, which would over-fund SEEK by $8
million relative to the Tentative calculation.

e In late February 2002, final calculations revealed SEEK to
be $20.9 million higher than the Tentative SEEK calcula-
tion. This was mostly due to Growth Factor that was higher
than expected, which caused SEEK to be under-funded by
$12.9 million. This issue led to the initiation of this study.

e The Governor’s Recommendation adjusted projected pupil
counts and assessments in a manner that reduced projected
state costs by approximately $9.5 million.

e Updated information available in the FY 2002 Final SEEK
calculation of February 2002 showing further increases in
transportation costs was not incorporated into the versions
of the budget considered by the General Assembly or the
subsequent Governor’s Spending Plan.

Historical Over-Funding of SEEK

At the time of the first Budget Reduction Order in FY 2002, recent
experience had shown SEEK to be consistently over-funded. Table
4.3 shows the four fiscal years prior to FY 2002 relative to original
appropriations. The prior three years had overages, some of which
were directed to full-day kindergarten, some directed into the for-
mula by adjusting guaranteed base, and others allowed to lapse. In
the context of the total SEEK formula, the greatest over-funding, in
FY 2000 ($61.7 million), represented 3.4 percent of the Final
SEEK total for that year.
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In the first round of
budget reductions, early
in FY 2002, $50 million
was reduced from the
enacted SEEK appro-
priation.

Tentative SEEK under-

estimated the Growth
Factor for both prior
year ADA and for
transportation, making
Tentative SEEK lower
than the Final SEEK
calculation.

Table 4.3
SEEK Over-Funding by Original Appropriations

Fiscal Over-Funding
Year ($ million) Resolution

1998 $0.3 To full day kindergarten and preschool

1999 $16.6 $1.1 million reduction to appropriation;
$10.2 million to full-day kindergarten;
$5.4 million lapse

2000 $61.7 $1.1 million reduction to appropriation;
$37.8 million to full-day kindergarten;
$22.8 million lapse

2001 $37.0 Increase guaranteed base in Final
SEEK from $2,994 to $3,046.33 to dis-
tribute over-funded amount

Source: Compiled from data provided by LRC Budget Review staff.
FY 2002 Budget Reduction

Given the historical context of over-funding of SEEK noted in Ta-
ble 4.3, the original SEEK appropriation for FY 2002 was reduced
by $50 million early in FY 2002 (September 2001) in the first
round of budget reductions. This reduction occurred about the
same time as the calculation of the Tentative SEEK Bulletin. Some
of this reduction was restored in December 2001 to bring the net
reduction to $34.1 million. Subsequently, when Final SEEK was
calculated, it was found to be under-funded by $12.9 million.

Table 4.4 provides detail behind the FY 2002 SEEK calculations.
The gray cells highlight items with substantial contribution to dif-
ferences between the different versions of SEEK. Note that the En-
acted version had a greater Funded ADA than the Final version
and a lower required local effort. These items contributed to over-
funding of SEEK. Transportation was also over-funded in the En-
acted projection, although dollars for Exceptional Children had
been under-projected.

Tentative SEEK underestimated the Growth Factor for both prior
year ADA and for transportation, making Tentative SEEK lower
than the Final SEEK calculation. The Tentative SEEK Bulletin
projected $1,872.7 million in SEEK requirements, which, after the
$50 million reduction, would be under-funded by $7.9 million. In
late December 2001, $15.9 million was restored to SEEK. This
adjustment was not enough, however, to fully fund the Final SEEK
formula.
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Table 4.4
Components of 2002 SEEK Calculations
Enacted, Tentative, and Final

2002 SEEK
Enacted Tentative Final
(Apr 2000) (Aug 31, 2001) (Feb 28, 2002)

Guaranteed Base per Pupil $3,066.00 $3,066.00 $3,066.00
Funded ADA 571,807.0 565,566.4 569,258.4
Growth Factor Included N/A 1,449.6 4,979.7
Millions of Dollars

Base Guarantee $1,753.2 $1,734.0 $1,745.3
At-Risk $116.9 $114.5 $114.5
Exceptional $271.8 $289.7 $289.7
Home & Hospital $5.3 $4.6 $4.6
Transportation $198.9 $185.8 $193.5
Adjusted Base $2,346.0 $2,328.6 $2,347.7
Less Required Local Effort -$552.8 -$573.0 -$572.8
State Tier | Equalization $121.1 $115.1 $117.6
Hold Harmless $0.4 $2.0 $1.0
Prior Year Adjustments $0.0 $0.0 $0.0
Total Adjusted State SEEK $1,914.7 $1,872.7 $1,893.6

Budget Reduction & Restoration
LESS $50 million (Sep 7, 2001) $1,864.7
PLUS $15.9 million (Dec 26, 2001) $1,880.6

Note: Figures provided in this and subsequent tables exclude the FSPK component.

Source: Compiled from data provided by LRC Budget Review staff.

" Generally the Tentative ~ The general trend in prior years has been for the Tentative Growth
Growth Factor is under-  Factor to be lower than the Final. The magnitude of the difference
projected. In FY 2002, in FY 2002 and FY 2001 was greater than usual. Any growth fac-
the magnitude of the tor that appears in Tentative SEEK is a projection that comes from
under-projection was the Forecast SEEK process that incorporates input from the dis-
much greater. tricts.

82



Legislative Research Commission Chapter 4

Program Review and Investigations

KDE indicates that

Forecast SEEK, from
which Tentative Growth
is built, generally re-
flects conservative pro-
jections from the dis-
tricts that underesti-
mate their SEEK reve-
nues.

FY 2002 under-funding

of SEEK occurred be-
cause the estimation
buffer had been de-
creased in a Budget Re-
duction Order.

If the original enacted

appropriation had been
left intact, SEEK would
have been over-funded
by $21.1 million.

KDE indicates that districts are generally conservative in their es-
timates for Forecast SEEK. For budgeting purposes, the districts
would rather have estimates that underestimate their SEEK dollars
so that at the end of the year they will be in a position of having
extra money rather than being short.

The pattern exhibited in FY 2002 for Funded ADA, Transporta-
tion, and Required Local Effort between Enacted, Tentative, and
Final SEEK was similar to that observed in FY 2001. These three
components will be examined in greater detail later in this chapter.

The FY 2002 Final SEEK calculation (right column of Table 4.4)
became available in February 2002. At the time, the revelation that
FY 2002 was going to be under-funded was perceived as being a
late discovery. Actually, as indicated in the previous Figure 4.C,
this particular Final SEEK calculation was earlier than usual, but
according to GOPM staff, was still too late to be incorporated.
Also, the degree of revision to Tentative SEEK was not abnormal
relative to prior years. What was at issue was that the buffer of
over-funding that had existed in the past had already been de-
creased in a prior Budget Reduction. The prospect of under-
funding SEEK, along with questions surrounding the validity of
KDE’s numbers, provided the impetus for this study.

It should be noted that had the original enacted appropriation been
left standing, the Final SEEK calculation would have been $21.1
million over-funded, mostly due to required local effort being $20
million greater than projected in the Enacted Budget. In other
words, assessments had been under-projected in the enacted
budget, as they had been in 2001. Other than this, the earlier pro-
jections of the Enacted SEEK were much closer to Final SEEK
than was Tentative SEEK, particularly for Funded ADA and
Transportation.

Short-Funding of SEEK in the FY 2003 Spending Plan

The pressures of the revenue shortfall continued into FY 2003.
Although a budget was not passed by the General Assembly, the
Spending Plan implemented by the Governor used the underlying
figures projected in House Bill 1 of the special session immedi-
ately following the regular session.

Table 4.5 presents the SEEK components for the different projec-
tions of FY 2003: the Agency Request, the Spending Plan, and
two Tentative SEEK Bulletins (with and without growth) released
in September 2002.
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Tentative calculations

indicate FY 2003 SEEK
is under-funded by $23
to $46 million.

Whereas the Tentative calculations for 2001 and 2002 indicated
over-funding of SEEK, both versions of the 2003 Tentative calcu-
lations indicate short-funding of SEEK by the Governor’s Spend-
ing Plan. Note, however, that Transportation is overstated by $8.9
million in the official Tentative calculations due to a data handling
error. Taking this into account, the range of short-funded amounts
would be restated at $23.2 and $46.3 million.

Table 4.5
Components of 2003 SEEK Calculations
Agency Request, Spending Plan, & Tentative (No Growth & Growth)

2003 SEEK
Agency No Growth  Growth
Request Spending Plan| Tentative Tentative
(Nov 2001)  (Jun 26, 2002) (Sep 4, 2002)

Guaranteed Base per Pupil $ 3,041.00 $3,149.00] $3,149.00 $3,149.00
Funded ADA 567,370.7 566,537.8 566,299.6 571,387.3
Growth Factor Included N/A N/A - 5,087.7
Millions of Dollars
Base Guarantee $1,725.4 $1,784.0f $1,783.3 $1,799.3
At-Risk $113.8 $117.9 $121.8 $121.8
Exceptional $299.9 $310.3 $308.5  $308.5
Home & Hospital $4.6 $4.8 $4.5 $4.5
Transportation $186.1 $186.1 $208.4  $213.5
Adjusted Base $2,329.8 $2,403.1| $2,426.5 $2,447.7
Less Required Local Effort -$595.6 -$601.2 -$594.7 -$594.7
State Tier | Equalization $132.1 $135.4 $137.3 $139.8
Hold Harmless $6.3 $0.6 $0.7 $0.2
Prior Year Adjustments $0.0 $0.0 $0.0 $0.0
Total Adjusted State SEEK $1,872.5 $1,937.8] $1,969.9 $1,992.9
Short-Funded $32.1 $55.2

Note: Tentative Transportation as released by KDE is known to be overstated by $8.9
million due to an error in data handling. This would have a slight effect on Tier | also,
since Maximum Tier | falls when adjusted base falls.

Source: Compiled from data provided by LRC Budget Review staff.

84



Legislative Research Commission Chapter 4

Program Review and Investigations

Funded ADA has
proven difficult to proj-
ect.

The Agency Requested Budget for FY 2003 had a guaranteed base
per pupil of $3,041, 0.8 percent lower than in FY 2002. The Gov-
ernor’s Recommendation (not shown) maintained the FY 2002
guaranteed base per pupil. The Governor’s Recommendation,
however, adjusted Funded ADA downward from the Agency Re-
quest and adjusted required local effort (based on assessments)
upward from the Agency Request. As noted earlier in this chapter,
this was a departure from normal practice and had the effect of re-
ducing the state costs for any given guaranteed base per pupil. In
this case, state SEEK formula costs were reduced by approxi-
mately $9.5 million using the guaranteed base per pupil of $3,066.
These revised projections continued through the remaining ver-
sions of the proposed budget. The FY 2003 Tentative SEEK Bul-
letins released in September 2002 showed the Agency Request
projections for Funded ADA and assessments to be more accurate.

As noted in Table 4.5, the Governor’s Spending Plan increased the
guaranteed base per pupil for FY 2003 by 2.7% to $3,149, at an
additional cost of around $58 million over the Governor’s Rec-
ommended Budget that was submitted in the 2002 Regular Ses-
sion. However, projected transportation costs for FY 2003 re-
mained unchanged at $186.1 million even though the FY 2002 Fi-
nal SEEK calculation of February 2002 revealed transportation
costs for that year to be $193.5 million.

Projections vs. Actual Amounts for Three Key Variables

The following is a closer examination of three key input values
that have been a large factor in the difficulty of projecting total
state SEEK dollars.

Funded ADA

Figure 4.D provides a complete history of Funded ADA since the
implementation of SEEK, dividing the total between prior year
ADA (dark) and Growth Factor ADA (light). The figure also ap-
peared in Chapter 2, but this version adds information regarding
the projections used in the enacted budget or spending plan (2003)
as overlaid circles, when data were available.

As can be seen, Funded ADA has been a difficult target to project.
Most notably, in the Regular Session of 1992, the projected
Funded ADA for FY 1993 and 1994 represented a flat-line pro-
jected from 1991 (at the time of the Agency Request, the growth
factor for 1992 would not have been known). Staff who are famil-
iar with the history indicate that KDE came to the General Assem-
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Funded ADA has been

declining for the last ten
years.

bly late in the session to inform legislators of the additional student
counts. Money was not available, so SEEK was under-funded.

In the following biennium (FB 1994-1996), the newly encountered
“trend” was carried forward in the projections. However, as can be
seen in Figure 4.D, the actual Funded ADA came in much lower
and SEEK was over-funded in 1995 and 1996. The following bi-
ennium (FB 1996-1998) was projected very close to actual. The
following two bienniums were somewhat over-projected because
the counts were flat-lined out for the biennium, but Funded ADA
was trending down.

Figure 4.D

Actual Funded ADA Compared to Enacted Budget Projections

Fiscal Years 1991 to 2003 (Tentative)
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Source: Compiled from data provided by KDE and LRC Budget Review staff.

FY 2003 appears to re-

verse the trend of de-
clining Funded ADA.

Tentative Funded ADA (without growth) for 2003 appears to rep-
resent a moderate reversal of trend. It is not clear what has caused
this but without growth factor added, the prior year ADA is nearly
the amount projected for Funded ADA. This contributed to short-
funding of SEEK for 2003, particularly when any Growth Factor is
added.
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Assessments

Figure 4.E portrays the percent change in total assessments from
the prior year for each year since the implementation of the SEEK
formula. A similar figure is also discussed in Chapter 2, the addi-
tional circles overlaid in this figure provide the comparative pro-
jected increases that were in the enacted budget, when available.

The budgeted percent changes are calculated differently depending
on whether it is for the first or second year of the biennium. For the
first year of the biennium (odd numbered years), the percent
change represented by the circle is the percent change from the
prior year’s actual figure. For the second year or “out year” of the
biennium, the circle represents the percent change from the pro-
jected amount for the first year in the budget. This is common
practice when presenting percent changes in budgeted figures.

Figure 4.E
Percent Change in Total Assessments
Fiscal Years 1991 to 2003 (Tentative)
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Source: Compiled from data provided by KDE and LRC Budget Review staff.
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In all years but 2003,

the percent change in
assessments in the
budget assumptions
falls below what actu-
ally occurs.

Transportation costs
increased in FY 2002
and FY 2003.

In all years but 2003, the percent change of assessments in the
budget assumptions falls below what actually occurs. This pattern
of under-projecting growth in assessments leads to consistent over-
funding of SEEK because actual local-effort comes in higher than
projected and the state’s share of adjusted base is therefore lower.
However, as can be seen, assessments for any single year are hard
to project. Historically, the error has been on the side of over-
funding. It should be mentioned that the 2003 projected assess-
ments as contained in the original Agency Request represented a
four percent increase over the prior year, rather than the five per-
cent in the adjusted Governor’s Recommendation.

Transportation Costs

Figure 4.F provides SEEK calculated transportation costs for FY
1994 through FY 2003 tentative. The lighter gray section of the bar
presents the transportation growth factor component. Note that the
figures presented here for 2003 tentative are revised downward by
$8.9 million from the official Tentative SEEK Bulletin due to a
data handling error discovered during this review, as noted in
Chapter 3.

The overlaid circles provide the figures that underlie the enacted
budget or spending plan (2003). Two things become apparent
when examining this chart. First, there was an uptick in transporta-
tion costs in FY 2002 and, to a lesser extent, FY 2003. Second, the
figure in the FY 2003 spending plan is considerably lower than the
Tentative amount of $204.6 million. KDE officials have indicated
that difference occurred because the budgeted figure was first de-
rived in the Agency Request of November 2001 (see Figure 4.C).
They state that the 2002 transportation figures were not known at
the time, so the $186.1 million carries forward the trend that was
known through 2001. The trend can be observed on the graph. If a
line is plotted through the tops of the bars from 1999 through 2001,
it intersects the overlaid circle in 2003.
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Figure 4.F
Calculated SEEK Transportation Costs
Fiscal Years 1994 to 2003 (Tentative)
($ millions)
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Source: Compiled from data provided by KDE and LRC Budget Review staff.

Two issues of note regarding this explanation are:

e At the time of the Agency Request in November of 2001, Ten-
tative SEEK estimates showed transportation costs to be
$185.8 million for 2002 (Table 4.4), without the actual growth
factor included. Therefore, $186.1 million seems to be a low
projection for FY 2003.

e Ample time existed subsequent to the Agency Request to make
revisions to the transportation figure, particularly with the re-
submission of the proposed budget in the special session. By
this time, Final SEEK for 2002 was known to have calculated
transportation costs of $193.5 million, but the calculated trans-
portation costs underlying the 2003 proposed budget ($186.1
million) were not revised upward.
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Conclusion

In summary, the following items appear to have played a signifi-
cant role in what occurred in FY 2002 and FY 2003:

¢ Since the inception of SEEK, it has proven difficult to proj-
ect assessments and student counts, both of which have a
great impact on state SEEK dollars.

e In the recent past, the projection errors have often led to
over-funding of SEEK.

e Revenue shortfalls have increased pressures to remove any
over-funding of the SEEK formula.

e The Agency Requested Budget of November 2001 appears
to have underprojected transportation costs for FY 2003
relative to estimates for FY 2002 that were available at the
time.

e A $50 million budget reduction in early FY 2002 was par-
tially restored in December 2001 based on available cost
estimates. The final calculation in February 2002, however,
revealed SEEK to be under-funded by $12.9 million be-
cause of increased student counts.

e Tentative SEEK often underestimates what Final SEEK
will be, in part because of districts’ tendency to estimate
their SEEK revenue conservatively. In FY 2002, a sub-
stantial increase in Growth Factor somewhat magnified
this difference.

e A ten-year trend of declining student counts has reversed
slightly, leading to recent under-projections.

e Executive Branch adjustments to KDE’s FY 2003 budget
projections for student counts and assessments contributed
to the short-funding of SEEK in FY 2003.

e Updated information available from the FY 2002 Final
SEEK calculation of February 2002 showed further in-
creases in transportation costs and student counts but was
not incorporated into the versions of the budgets considered
by the General Assembly or the subsequent Governor’s
Spending Plan.

It appears that the difficulty of projecting ADA and Assess-
ments is not a new phenomenon. In the past, however, projec-
tion errors were offset by the regular, if not necessarily in-
tended, pattern of SEEK over-funding. The under-funding of
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SEEK in FY 2002 appears to be due to the fact that budget re-
duction orders removed the traditional cushion provided by
over-funding before newly available data was incorporated into
revised estimates. A reversal in the ten-year trend of declining
student counts added to the magnitude of the error. The short-
funding for FY 2003 is the result of adjustments to student
counts and assessments made in the Governor’s Recommenda-
tion, along with increased transportation costs that were not in-
corporated into projections.
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Staff surveyed school

superintendents to elicit
their opinions about as-
pects of SEEK.

Seventy-four percent of

superintendents com-
pleted surveys.

CHAPTER 5

SURVEY OF KENTUCKY SCHOOL SUPERINTENDENTS

The Program Review and Investigations Committee instructed
staff to survey school superintendents to elicit their opinions about
aspects of SEEK. A web-based survey was emailed to all 176
superintendents during August 2002. The survey elicited
superintendents’ views on:

e Funding in their districts compared to funding before
SEEK;

e (Current funding compared to other districts;

e The weights of the formula add-ons, such as at-risk
children, exceptional children, home and hospital, and
transportation costs;

e Their overall satisfaction with SEEK;

e The amount of funding provided through the SEEK
formula; and

e Other aspects of the program.

A detailed description of the methods, the representativeness of the
sample, a copy of the questionnaire, and frequency tables of the
responses to all 